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THE  SMALL  BUSINESS  ADMmiSTRATION  OF 
THE  FUTURE 


THURSDAY,  MARCH  30,  1995 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
2359-A,  Raybum  House  Office  Building,  Hon.  Jan  Meyers  (chair- 
woman of  the  committee)  presiding. 

Chairwoman  Meyers.  The  meeting  will  come  to  order. 

On  Monday,  March  27,  1995,  the  administration  unveiled  a  plan 
to  reduce  spending  in  several  independent  agencies  including  the 
Small  Business  Administration.  The  plan  for  streamlining  the  SBA, 
titled,  Stretching  Taxpayers'  Dollars,  proposes  significant  program 
changes  in  the  primary  loan  programs  of  the  agency,  the  7(a)  and 
504  Programs  and  reductions  in  the  field  office  structure  of  the 
agency. 

The  administration  estimates  that  the  plan  will  reduce  the  SBA 
budget  by  29  percent  from  the  original  fiscal  year  1996  request  and 
save  approximately  $1.2  billion  over  5  years.  I  commend  the  ad- 
ministration and  the  SBA  for  coming  forward  with  a  plan  to  make 
significant  reductions  in  agency  expenditures  and  taxpayers'  dol- 
lars. 

As  I  am  sure  we  are  all  aware,  the  task  of  reducing  Federal 
spending  to  achieve  a  balanced  budget  in  7  years  falls  upon  this 
Congress.  Accomplishing  this  will  require  the  cooperation  of  both 
Houses  of  Congress  and  the  administration  and  the  will  of  the 
American  people  to  make  these  tough  choices. 

It  is  clear  that  this  committee  and  the  agency  we  oversee,  the 
SBA,  will  have  to  step  up  to  the  plate  and  offer  up  savings  just  as 
every  other  Federal  agency  will  be  required,  or  we  will — and  we 
will  have  to  play  our  part  in  reducing  spending. 

However,  it  is  also  the  challenge  of  the  committee  to  determine 
how  best  to  make  those  cuts.  The  administration  has  put  forward 
a  very  thought-provoking  proposal,  much  of  which  I  may  support. 
But  first  I  think  several  questions  must  be  asked  and  resolved  re- 
garding the  changes  to  some  of  the  programs  that  have  been  sug- 
gested and  the  savings  the  administration  claims  to  achieve 
through  these  changes. 

For  example,  under  the  7(a)  loan  guarantee  program  the  admin- 
istration adds  additional  fees  and  changes  to  the  guarantee  rates 
that  would  drive  the  subsidy  rate  to  zero,  a  laudable  goal  and  one 
that  I  wholeheartedly  support. 

(1) 


However,  it  is  my  understanding  that  all  of  the  changes  in  the 
7(a)  Program  actually  bring  down  the  program — bring  the  program 
down  by  370  basis  points  from  a  subsidy  rate  of  3.7  percent. 

We  have  been  operating  under  information  from  the  SBA  that 
the  current  subsidy  rate  is  2.74  percent.  Has  the  subsidy  rate  sud- 
denly jumped  to  3.7  percent?  If  so,  why  hasn't  the  committee  been 
informed?  If  not,  why  is  it  not — why  is  it  necessary  to  reduce  the 
subsidy  rate  beyond  zero?  Are  the  additional  savings  being  applied 
to  administrative  expenses  for  running  the  program? 

The  administration's  proposal  adds  several  new  fees  to  the  7(a) 
Program,  some  of  which  they  say  are  to  be  paid  by  the  lender. 
However,  it  has  been  my  experience  that  most  of  these  fees  find 
their  way  to  the  borrower,  to  the  small  business  person  eventually. 
The  committee  needs  to  look  closely  at  how  big  a  burden  we  are 
placing  on  the  small  business  borrower  under  these  new  suggested 
fees. 

If  the  committee  determines  the  burden  is  too  significant,  per- 
haps there  are  other  places  in  the  agency  from  which  we  can 
achieve  savings.  I  would  note  that  virtually  all  the  savings  the  ad- 
ministration achieves  are  by  adding  loan  fees  to  small  business  bor- 
rowers and  by  closing  SBA  field  offices.  Does  the  administration 
plan  to  make  any  reductions  in  the  central  office  in  Washington? 

I  am  very  pleased  we  have  as  our  witness  the  SBA  Adminis- 
trator, Philip  Lader,  to  further  explain  in  detail  the  SBA  streamlin- 
ing plan  and  to  answer  the  committee's  questions. 

Administrator  Lader  is  our  only  witness  today  to  allow  maximum 
time  for  questions  by  all  of  the  committee's  members  and  I  think 
we  will  have  some  more  committee  members  here  at  a  later  time. 

So,  you  have  already  heard  all  my  questions — well,  most  of  them. 

Before  introducing  the  Administrator,  at  this  time  I  recognize  the 
Ranking  Minority  Member,  Mr.  LaFalce,  for  an  opening  statement. 

Mr.  LaFalce.  Thank  you  very  much.  Chairwoman  Meyers.  First 
of  all,  I  would  like  to  associate  myself  with  your  perspective,  with 
your  remarks  and  with  your  questions.  I  share  Mrs.  Meyers' 
thoughts  fully  concerning  the  administration's  proposal. 

Second,  I  want  to  announce,  unfortunately,  once  again,  there  are 
two  hearings  that  I  should  be  at  at  the  same  time.  It  is  hard  to 
stay  here  during  the  duration  when  the  Banking  Committee  is  hav- 
ing a  hearing  with  former  Treasury  Secretary  Nick  Brady,  Com- 
missioner Arthur  Levitt,  et  cetera,  dealing  with  the  issue  of  the 
merger  of  the  SEC  and  the  Commodity  Futures  Trading  Corpora- 
tion, a  bill  previously  introduced  by  Dan  Glickman,  about-to-be- 
Secretary  of  Agriculture.  So,  we  will  do  our  best  to  bilocate. 

I  am  very  pleased  to  welcome  Administrator  Lader  back  before 
our  committee.  It  was  only  a  few  short  weeks  ago  that  he  appeared 
before  us  as  our  committee  inaugurated  its  hearings  to  review  the 
operations  of  the  SBA,  and  now  we  are  almost  at  the  conclusion. 
We  are  pleased  to  have  him  again. 

In  the  interim,  of  course,  we  have  received  the  administration's 
budget  which  included  a  number  of  extreme  cuts.  Elimination  of 
the  Small  Business  Institute  Program;  elimination  of  direct  loans 
to  the  handicapped,  the  one  direct  loan  program  that  we  kept  alive; 
doubling  of  the  interest  rates  on  most  loans  to  assist  victims  of  nat- 


ural  disaster  and  replacement  of  property  that  was  damaged  or  de- 
stroyed. 

Now  we  are  presented  with  a  further  plan  "to  serve  even  more 
small  businesses  with  fewer  taxpayer  dollars."  Adoption  of  this  pro- 
posal would  save  another  $1.2  billion  over  the  next  5  years. 

I  am  very  concerned  about  the  size  of  the  Federal  deficit,  and  I 
have  and  will  vote  to  eliminate  unnecessary  spending  whenever 
possible  to  reduce  it  and  to  increase  revenues  whenever  necessary 
in  order  to  reduce  that  deficit.  I  do  not  favor,  however,  a  simplistic 
approach  of  simply  meeting  a  magic  number  assigned  to  any  par- 
ticular agency  saying,  you  must  somehow  save  so  much  money  re- 
gardless. 

I  do  not  believe  that  all  Federal  spending  has  the  same  result. 
Some  Federal  spending  simply  transfers  payments,  for  example,  of- 
tentimes going  to  the  wealthy. 

Some  Federal  spending  results  in  significant  economic  growth, 
increasing  employment  and,  correspondingly,  increasing  GNP  and 
tax  revenues  to  the  Federal  and  local  governments.  We  should 
make  distinctions.  I  place  many,  if  not  most,  of  the  SBA  Programs 
in  this  latter  category. 

It  may  ultimately  be  the  decision  of  the  Congress  and  the  Presi- 
dent to  reduce  Feaeral  money  to  carry  out  SBA  Programs.  If  it  is, 
this  committee  must  do  its  best  to  mitigate  whatever  damage 
might  result  to  those  who  rely  upon  SBA  assistance.  One  thing  is 
clear,  we  should  be  truthful  as  we  proceed  with  budget  cutting,  rec- 
ognize what  we  are  doing  rather  than  attempt  to  camouflage  it. 

I  do  not  believe  that  we  will  be  delivering  more  assistance  with 
considerably  less  Federal  money.  I  think  it  would  be  disingenuous 
to  make  that  argument.  I  think  we  have  to  admit  that  it  may  be 
necessary  to  provide  less  Federal  money  but  that  would  also  mean, 
in  large  part,  less  Federal  assistance. 

I  thank  the  Chair. 

[The  information  may  be  found  in  the  appendix.! 

Chairwoman  Meyers.  Thank  you,  Mr.  LaFalce. 

Mr.  Lader. 

Without  objection,  other  committee  members  will  be  allowed  to 
submit  their  opening  statements  for  the  record. 

[Mr.  Poshard's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Mr.  Lader. 

TESTIMONY  OF  PHILIP  LADER,  ADMINISTRATOR,  SMALL 
BUSINESS  ADMINISTRATION 

Mr.  Lader.  Thank  you  very  much,  Madam  Chair,  for  the  oppor- 
tunity to  come  before  you  and  for  the  many  opportunities  you  pro- 
vided me  and  my  colleagues  in  the  last  few  months  to  discuss  the 
operations  of  the  SBA. 

She  needs  no  introduction  to  all  of  you,  but  let  me  reintroduce 
Cassandra  Pulley,  not  only  the  Deputy  Administrator,  but  a  full 
partner  to  my  predecessor  and  to  me,  and  a  principal  coarchitect 
of  much  of  what  we  will  be  discussing  today. 

You  in  these  hearings  have  been  exploring  what  the  vision  of  the 
SBA's  future  might  be.  I  want  to  reiterate  President  Clinton's 
strong  commitment  to  not  only  the  Nation's  small  business  commu- 
nity but  to  a  very  vibrant  SBA,  one  that  operates  in  such  a  way 


as  to  minimize  taxpayer  costs.  So,  as  we  respond  to  your  questions 
today,  I  would  like  to  frame  the  reinvention  efforts  that  we  have 
proposed  in  the  context  of  at  least  three  principal  objectives. 

First  is — I  am  very  sensitive  to  Mr.  LaFalce's  point — ^how  do  we 
increase  access  to  capital,  which  we  hear  everywhere  is  the  prin- 
cipal concern  of  small  business,  and  improve  customer  service? 

Second,  how  do  we  respond  to  the  need  to  reduce  the  cost  to  tax- 
payers, and  third,  as  we  look  at  this  balance  of  seemingly  inconsist- 
ent objectives  sometimes,  how  do  we  use  the  best  practices  of  busi- 
nesses, big  and  small,  in  implementing  those  objectives? 

I  would  hope  the  testimony  we  have  prepared,  the  written  testi- 
mony, might  be  entered  in  the  record;  and  what  I  would  like  to  do 
in  these  opening  comments  is  to  reflect  a  bit  on  this  budget  that 
you  have  mentioned  and  to  show  you  just  a  few  new  charts  to  help 
explain  where  we  are  coming  from  on  this. 

Chairwoman  Meyers.  I  was  pretty  sure  you  would  bring  some 
charts. 

Mr.  Lader.  I  was  privileged  to  join  the  President  yesterday  in 
Atlanta  as  he  and  the  Vice  President  held  the  Economic  Con- 
ference. It  was  particularly  interesting  that  a  number  of  entre- 
preneurs, more  than  a  dozen  in  the  course  of  8  hours  of  conference 
discussion,  talked  about  the  importance  of  SBA  to  them.  One  of 
them,  an  entrepreneur  from  Memphis,  Fred  Smith,  pointed  to  his 
company,  and  in  the  context  of  his  views  on  the  general  economv, 
said  about  his  company,  "I  just  don't  think  Federal  Express  would 
have  made  it  without  the  SBA  and  the  SBIC  Program." 

Another  woman  from  Charlotte  who  operates  a  mammogram 
service  said  it  even  more  simply;  she  said,  "without  the  SBA,  I  sim- 
ply wouldn't  exist." 

So,  in  these  hearings  that  you  have  been  having,  you  know  the 
phrase  I  have  been  using,  not  your  father's  SBA,  essentially  point- 
ing to  the  changes  that  have  been  made.  You  focused  on  the 
LowDoc  Program  and  Fast  Track  and  each  of  the  innovations  intro- 
duced over  the  past  2  years  that  resulted  in  the  7(a)  Program  dou- 
bling the  number  of  SBA  loans.  That  shows  we  are  really  not  your 
father's  SBA. 

We  continue,  with  this  reinvention  effort,  a  commitment  to  the 
four  portfolios  of  SBA  that  we  had  discussed  in  prior  hearings,  of 
course,  the  first  being  access  to  capital  which  we  will  address  in 
most  detail  today;  our  continuing,  very  strong  commitment  to  edu- 
cation and  training  because  the  money  alone  is  not  enough;  advo- 
cacy and  contract  opportunities;  and  of  course,  the  SBA  we  think 
nobody  knows,  the  disaster  loan  program. 

As  we  deal  with  the  reinvention,  though,  the  notion  that  we  in- 
troduced of  stretching  taxpayer  dollars  really  has  four  basic 
themes. 

The  first  is  to  reduce  the  Government's  cost  of  small  business  fi- 
nancing while  serving  more  customers;  and  in  response  to  Mr.  La- 
Falce's question,  we  want  to  point  out  how  we  think  this  is  a  pru- 
dent way  of  accomplishing  those  objectives  sometimes  with  seem- 
ingly inconsistent  tools. 

Second,  to  respond  to  your  question.  Madam  Chair,  about  what 
we  are  doing  with  our  own  operations  in  addition  to  the  imposition 
of  fees,  the  second  theme  of  our  stretching  taxpayer  dollars  has 


been  to  consolidate  field  operations  to  make  greater  use  of  public- 
private  partnerships. 

Third,  is  to  centralize  processing  to  take  better  advantage  of  au- 
tomation, new  technologies,  economies  of  scale. 

Fourth,  directly  in  response  to  your  question,  is  to  move  more  of 
our  headquarters  operations  out  of  Washington  into  the  field  where 
the  rubber  meets  the  road  and  to  consolidate  some  of  those  serv- 
ices. 

Looking  to  the  first  portfolio  of  financing,  if  you  look  at  1992,  just 
in  the  7(a)  Program  which  is  the  cornerstone  of  our  financing  pro- 
grams, the  total  of  SBA-approved  loans  amounted  to  $5.9  billion. 
The  cost  to  taxpayers  was  $273  million.  We  are  very  pleased  to  see 
the  increase  this  year,  fiscal  year  1995,  to  $7  billion;  the  difficulty 
is  the  demand  is  so  much  greater  that  we  are  having  difficulty 
meeting  that  within  our  authorized  limits  and  within  our  appro- 
priations. At  the  same  time,  the  cost  to  taxpayers,  notwithstanding 
this  increase  from  1992,  has  gone  down  from  $273  million  to  $215 
million. 

So,  what  we  are  facing  is  increasing  demand  in  a  very  vibrant 
economy,  as  the  President  and  Vice  President  were  told  yesterday, 
for  the  formation  and  growth  of  small  businesses,  but  with  real 
pressures  to  reduce  the  cost  to  the  taxpayers. 

Consequently,  in  the  package  that  we  have  proposed  regarding 
the  7(a)  Program,  the  implications  of  that,  in  response  to  Mr.  La- 
Falce's  question,  would  be  to  allow  us  to  go  to  $11  billion  in  7(a) 
loans  next  year  and  in  the  following  year  to  $13.5  billion,  helping 
to  meet  the  demand  for  loans  for  small  business  formation  and 
growth  but  reducing  to  zero  the  subsidy. 

Now,  there  can't  be  any  magic  in  this,  and  we  admit  that  there 
is  additional  modest  cost  to  the  borrower  and  to  the  banks.  It  is 
our  sense,  though,  that  this  is  a  fair  tradeoff  given  the  fact  that 
this  is  almost  like  insurance  on  the  viability  and  continuation  of 
the  program,  as  all  Government  programs  are  under  close  scrutiny. 

Wbile  the  taxpayers  may  continue  to  fund  the  administration, 
the  operation  of  the  agency,  the  actual  cost  of  the  subsidy  of  the 
program,  the  loss  reserve,  should  be  borne  by  those  most  directly 
affected,  the  borrowers  and  the  banks.  Let  me  illustrate. 

Under  the  proposal  we  have  made,  the  average  LowDoc  loan, 
under  $100,000,  is  $54,000.  The  additional  cost  of  this  to  the  bor- 
rower, to  allow  this  great  expansion  of  capital  availability,  for  the 
$54,000  5-year  loan  would  be  $13.50  monthly,  and  an  additional 
up-front  fee  to  the  borrower  of  $108.  To  the  lender,  1  of  our  7,000 
very  important  private  sector  partners,  the  total  additional  cost 
over  the  5-year  life  of  this  LowDoc  loan  would  be  $523. 

If  you  take  the  average  loan  in  our  total  portfolio,  it  is  $170,000. 

So,  the  question  is,  what  is  the  impact  of  the  additional  fees  on 
the  borrowers,  and  our  bank  and  nonbank  partners  lending  these 
funds? 

For  the  $170,000,  12-year,  average  SBA  loan,  the  additional  cost 
to  the  borrower  would  be  $51  a  month;  the  additional  up-front  fee 
would  be  $782.  The  total  cost  to  the  lender  over  the  entire  12  years 
of  the  life  of  the  loan  would  be  $3,831. 

We  agree  that  that  is  an  additional  cost,  but  we  believe  that  that 
cost  is  relatively  modest,  and  it  is  for  capital  that  would  not  be 


there  at  all  if  it  were  not  for  this  program.  By  letting  those  who 
are  using  the  program  pay  that  cost,  it  helps  ensure  continuation 
of  the  program. 

Let  me  show  you  in  the  504  Program  the  same  concept  of  letting 
the  borrower  and  the  lender  absorb  part  of  the  additional  cost  of 
reducing  the  subsidy  to  zero. 

In  1992,  you  see  the  split,  the  colors  represent  in  orange  the  pri- 
vate sector,  the  entrepreneur's  and  the  lender's  contribution. 

The  blue  is  the  Grovemment's  exposure  in  the  504  Program 
where  you  see  a  significant  increase  from  $1.7  billion  in  1992  to 
this  year,  more  than  doubling,  $3.8  billion. 

Now,  why  is  this  program  necessary?  As  we  described  in  a  prior 
hearing,  the  504  Program  is  providing  needed  capital  for  capital  ex- 
pansion for  growth  of  plant,  additional  equipment  and  the  growth 
of  healthy  businesses. 

By  reducing  the  subsidy  to  zero  what  this  enables  us  to  do  is  to 
increase  the  availability  of  the  504  Program  funds  to  $6  billion  and 
the  following  year  to  $8.1  billion — the  same  principles,  but  you  see 
how  they  apply. 

If  I  could  show  you  the  next  one.  This  is  the  aggregate  of  all  SBA 
financing  programs.  This  is  what  helps  explain  best  in  response  to 
your  opening  statement  questions  why  we  have  taken  this  tack. 

In  1992,  there  were  32,000  7(a)  financings,  but  if  you  take  into 
account  all  the  SBA  financing  programs,  it  arranged  for  $7.5  billion 
of  private  capital  to  be  invested  in  American  small  businesses.  We 
reported  to  you  before  and  are  very  pleased  to  say  that  this  year 
the  7(a)  Program  will  be  doubled  to  67,000  financings.  The  capital 
available  through  all  our  loan  programs,  financing  programs,  $11.5 
billion. 

What  we  are  especially  pleased  about  is  the  cost  to  the  tax- 
payers, even  with  this  expansion,  has  gone  from  $328  million  down 
to  $284  million;  that  is  the  right  direction,  but  we  believe  that  in 
the  current  environment,  to  ensure  the  viability  and  continuation 
of  this  program,  it  should  be  pruned  to  reduce  the  subsidy  to  zero 
in  our  principal  programs. 

What  would  happen  under  the  reinvention  plan.  Stretching  Tax- 
payer Dollars,  is  next  year  we  could  grow  our  aggregate  financings 
to  92,000  small  businesses,  $15.8  billion;  the  following  year, 
109,000  small  businesses,  and  $18.8  billion. 

This  is  factual,  and  the  $67  million  and  $65  million  would  be  the 
aggregate  cost  because  the  subsidy  would  be  zero  in  the  principal 
programs  where  we  reduce  the  subsidy  to  zero,  but  the  total  cost 
to  taxpayers  would  have  gone  from  $328  million  down  to  $65  mil- 
lion; while  in  response  to  Mr.  LaFalce's  question,  the  number  of 
businesses  served  would  go  from  32,000  to  a  300  percent  increase 
of  109,000. 

As  we  go  through  this,  this  is  the  chart  that  makes  me  most 
pleased  to  be  associated  with  SBA. 

Here  you  see  the  growth  of  capital  made  available  to  small  busi- 
nesses from  this  agency  starting  with  1980,  and  here  you  see  the 
number  of  employees  of  this  agency  in  the  same  period  of  time. 
This  is  a  story  I  wish  more  Federal  agencies  could  tell. 

For  example,  in  1982  when  we  were  involved  in  direct  lending — 
as  well  as  the  guaranteed  loan  program,  to  be  forthright  about 


this — $3  billion  was  made  available  to  small  businesses  through 
SBA  Programs.  In  fiscal  year  1995,  it  will  have  grown  to  $11.5  bil- 
lion. If  our  proposal,  the  administration's  Stretching  Taxpayer  Dol- 
lars proposal,  is  enacted  by  Congress,  this  would  eventually  in- 
crease to  $18.8  billion  while  reducing  the  subsidy  of  our  principal 
programs  to  zero. 

In  terms  of  the  number  of  employees,  we  have  had  a  25  percent 
reduction  to  date  in  the  number  of  employees;  but  Madam  Chair, 
in  response  to  your  question,  what  are  we  doing  about  overhead 
costs,  with  an  additional  500  FTE  reduction  proposed  as  part  of  the 
plan  announced  on  Monday,  we  would  go  down  to  3,122.  What  this 
amounts  to  then  is  that  in  this  period  of  time  since  it  was  your  fa- 
ther's SBA,  we  will  have  a  600  percent  increase  in  the  amount  of 
capital  available  to  small  businesses  with  a  35  percent  decrease  in 
the  number  of  employees  at  SBA. 

Now,  how  do  you  do  that?  We  do  that,  as  other  elements  of  this 
Reinventing  Government  proposal  suggest,  through  consolidating 
operations;  consolidating  field  offices;  taking  advantage  of  more 
telecommunications;  computer  technology;  centralizing  our  loan 
processing  at  our  current  106  locations  to  take  the  LowDoc  loans 
that  account  for  a  significant  percentage  of  our  loans  today,  and  do 
it  at  four  locations  just  like  IRS  consolidates  its  processing.  In  addi- 
tion, we  will  move  out  of  Washington  our  back  office  operations  like 
accounting  and  have  that  placed  in  Denver  where  we  have  our  fi- 
nancial operations  systems  already. 

These  are  the  kinds  of  things  small  and  big  businesses  are  hav- 
ing to  do  today  and  we  believe  Government  should  do  as  well.  But 
this  is  not  to  suggest  we  want  to  reduce  emphasis  on  education  and 
training.  So,  the  emphasis  on  our  13,000  SCORE  volunteers  contin- 
ues. 

We  will  continue  to  put  more  of  our  operations  on  line  for  small 
businesses  to  deal  with  us  through  contemporary  technology. 

We  will  be  consolidating  our  women's  programs,  some  of  our  mi- 
nority training  programs,  not  by  any  less  emphasis,  but  by  putting 
them,  integrated,  into  our  field  operations. 

What  has  gotten  the  most  attention  in  this  area  are  Small  Busi- 
ness Development  Centers.  We  believe  these  900  SBDC's  play  an 
extremely  vital  role  in  education  and  training;  we  want  to  encour- 
age them.  We  also  believe,  given  all  the  cost  constraints  we  have, 
that  over  a  reasonable  period  of  time,  5  years,  the  Government  cost 
should  be  reduced  and  that  there  should  be  legislation  that  permits 
them  to  consider  whether  fees  should  be  charged,  what  other  type 
of  revenue  they  can  earn,  what  other  sources  of  funds  they  may 
have.  But  we  will  continue  the  very  strong  emphasis  on  perform- 
ance standards  so  that  if  in  any  community  over  that  period  of 
time  we  find  that  the  SBDC  is  not  performing  right,  there  is  an 
open  competition  at  a  reasonable  period  of  time  to  make  sure  that 
the  business  of  education  is  provided  in  the  best  possible  way. 

Mr.  McColl  was  with  us,  NationsBank  president;  he  continues 
his  commitment  to  the  financing  of  Business  Information  Centers, 
storefronts  like  we  opened  with  Bell  Atlantic  and  NationsBank  in 
Baltimore,  like  we  have  opened  in  Nashville,  to  bring  us  right  to 
where  small  businesses  are  located. 
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As  you  can  see,  what  all  this  will  do,  we  believe,  is  to  ensure  the 
viability  of  the  programs  of  SBA,  to  use  contemporary  technology 
to  allow  us  to  improve  customer  service  and  to  look  to  the  kinds 
of  companies  who  owe  their  start  and  growth  to  SBA — Federal  Ex- 
press, Apple,  America  Online,  and  have  more  cases  like  that. 

In  conclusion,  Madam  Chair,  what  I  would  simply  like  to  say,  the 
proposal  that  the  President  announced  on  Monday,  Stretching  Tax- 
payer Dollars,  simply  is  the  best  professional  judgment  that  Cas- 
sandra Pulley,  who  devoted  all  her  career  to  financial  services,  to 
banking,  in  the  Government  and  in  the  private  sector,  and  my  ca- 
reer as  a  businessman,  this  is  our  best  professional  judgment  of 
how  to  do  more  with  less. 

At  the  same  time,  we  have  no  monopoly  on  wisdom  and  we  look 
forward  to  working  closely  with  this  committee  and  your  colleagues 
in  the  Congress  to  ensure  that  we  can  have  the  most  effective  SBA 
and  help  small  businesses  in  this  country  in  the  best  way. 

Thank  you  for  this  opportunity. 

[Mr.  Lader's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Thank  you,  Mr.  Lader. 

Because  Mr.  LaFalce  has  said  he  has  a  conflicting  meeting,  I  am 
going  to  defer  to  Mr.  LaFalce  for  first  questions. 

Mr.  LaFalce.  Thank  you  very  much.  Madam  Chair.  I  really  have 
a  sense  of  deja  vu  in  part.  I  think  I  heard  most  of  these  proposals 
during  the  1980's,  but  I  think  the  primary  difference  was  the  end 
result.  The  end  result  was  there  should  be  less  Government  in- 
volvement and  let  the  magic  of  the  marketplace  work  its  will. 

The  difference,  it  seems  to  me,  is  we  have  the  same  basic  ap- 
proach that  was  advocated  during  the  1980's,  but  a  different  result. 
Rather  than  saying  we  must  do  without  Government  assistance, 
the  message  is,  we  will  provide  more  Government  assistance  with 
absolutely  zero  dollar  amount  of  Federal  subsidy.  That  may  be 
right,  but  it  will  be  interesting  to  hear  the  perspective  of  others. 
It  seems  to  me  you  started  from  a  point  and  you  were  given  a  Pro- 
crustean bed  and  told  to  fit  within  this  procrustean  bed,  and  that 
may  be  what  we  have  to  do 

Chairwoman  Meyers.  What  was  that  again? 

Mr.  LaFalce.  Procrustean  bed,  where  you  place  an  individual 
there  in  bed  and  if  he  is  a  little  over  the  end  you  chop  the  head 
off;  if  it  is  a  little  over  the  other  end,  you  chop  the  legs  off;  if  it 
is  over  the  side  you  chop  the  arms  off,  but  you  do  what  is  nec- 
essary. You  don't  say  what  is  best;  you  say,  this  is  what  we  must 
do  to  arrive  at  a  certain  budget  reduction  and  you  make  the  best 
of  it.  Something  like,  the  glass  is  half-full,  as  opposed  to  half- 
empty. 

I  have  no  doubt  that  this  is  going  to  go  through  because  I  think 
whatever  this  administration  comes  in  and  requests  by  way  of 
budget  cuts  in  a  request,  this  Congress  will  approve  and  maybe 
even  one-up.  But  I  have  serious  doubts  about  the  projections  that 
you  made  that  we  are  going  to  increase  the  loan  guarantee  pro- 
gram with  zero  dollar  subsidy  almost  twofold.  Again,  this  reminds 
me  somewhat  of  1980's  but  not  with  respect  to  the  presentation  of 
what  would  happen  to  the  small  business  community  with  elimi- 
nation of  the  SBA  but  the  rosy  scenario  in  budget  estimates,  how 
you  are  going  to  increase  revenues  with  tax  cuts. 


It  didn't  happen. 

I  think  all  of  your  projections  assume  a  certain  type  of  continued 
economic  behavior  on  the  part  of  small  businesses  and  the  financial 
services  community.  You  assume  that  the  small  business  person  is 
going  to  want  the  SBA  guarantee,  you  are  assuming  that  the  banks 
are  going  to  want  to  continue  giving  the  SBA  guarantee.  It  seems 
to  me  that  that  is  not  so  much  an  economic  assumption  as  a 
human  behavioral  assumption  that  you  have  built  into  all  your  pro- 
jections. 

I  suspect  that  that  is  terribly  specious  and  fallacious.  Perhaps 
time  will  tell.  But  I  can't  see  why  the  small  business  community 
would  be  desirous  of  a  SBA  loan  if  it  is  going  to  be  so  much  more 
expensive  in  the  future. 

Interestingly,  too,  you  gave  the  statistics  for  what  the  lender's 
total  cost  would  be  on  an  average  7(a)  guaranteed  loan  over  the  av- 
erage life  expectancy,  but  you  only  give  the  monthly  figure  with  re- 
spect to  the  borrower.  What  would  the  total  cost  to  the  borrower 
be  for  the  average  SBA  loan  over  the  life  of  the  loan  under  your 
proposal  and  what  is  it  today,  especially  since  today  you  do  not 
have  a  fee  based  upon  the  totality  of  the  loan,  only  on  the  guaran- 
teed portion,  especially  since  today  you  do  not  have  an  annual  fee 
which  you  would  have  under  your  proposal. 

So,  what  is  the  total  amount  that  we  pay  today,  on  average,  and 
what  is  the  total  amount  that  we  pay  in  the  future  by  the  borrower 
under  your  proposals?  Can  we  have  that? 

Mr.  Lader.  Yes.  Let  me  respond  in  a  couple  of  ways.  Reasonable 
people  can  differ  as  to  what  is  a  modest  cost  versus  what  is  present 
in  the  market.  You  are  correct,  there  are  vague  assumptions  about 
the  nonbank  lender's  reaction  to  this.  We  consider  this  to  be  a  mod- 
est cost.  For  the  borrower  obtaining  the  $54,000  loan  it  is  $13.50 
a  month. 

Mr.  LaFalce.  That  is  the  LowDoc? 

Mr.  Lader.  Yes.  On  a  $170,000  loan  it  is  $51  a  month  more.  It 
is  a  12-year  loan,  multiply  by  12,  144  times  $51. 

Ms.  Pulley.  $7,450. 

Mr.  Lader.  Approximately  $7,500  over  12  years. 

Mr.  LaFalce.  But  how  much  would  it  be  now  in  total  and  how 
much  would  it  be  in  total  under  your  proposal? 

Mr.  Lader.  In  terms  of 

Mr.  LaFalce.  You  come  in  with  the  additional  dollar  amount;  I 
want  to  know  how  much  it  would  cost  under  today's  law  and  how 
much  it  would  cost  if  your  proposal  were  law. 

Mr.  Lader.  While  they  are  computing  it,  the  way  it  is,  if  you 
take  the  prime  rate  and  add  2.75  percent,  that  is  11.75  percent 
that  would  be  the  cost  today.  Hopefully,  one  of  my  colleagues  be- 
hind me  is  computing  that  number  so  we  can  tell  you.  But  the  prin- 
cipal of  it  is  this:  If  you  believe  the  certification  that  each 

Mr.  LaFalce.  Do  any  of  your  colleagues  have  that?  What  I  am 
asking  for  is  rather  basic. 

Mr.  Lader.  Do  we  have  that  number? 

Ms.  Ryan.  For  LowDoc,  it  is  $918  over  the  life  of  the  loan. 

Mr.  LaFalce.  What  will  it  be? 

Ms.  Ryan.  Additional  cost  to  the  borrower. 
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Mr.  LaFalce.  I  am  not  talking  about  additional  cost,  I  am  talk- 
ing total  cost  now. 

Mr.  Lader.  Plus  the  additional  cost  for 

Mr.  LaFalce.  Plus  fees,  plus  the  total  cost  under  your  proposal 
and  not  so  much  the  LowDoc  Program,  a  relatively  new  program, 
but  the  7(a)  Program  where  the  average  loan  is  $174,000. 

Of  course,  you  are  increasing  the  amount  of  the  guarantee  here, 
too.  Are  you  not  increasing  the  guarantee  from  $500,000  to  basi- 
cally $1  million? 

Ms.  Pulley.  Yes,  the  size  of  the  loan  we  will  guarantee. 

Mr.  Lader.  Which  is  an  advantage  to  both  the  borrowers  and 
lenders  who  were  frustrated  by  the  imposition  of  our  500,000  cap. 
Statutorily,  we  can  guarantee  up  to  $750,000,  but  we  propose  going 
to  $1  million. 

If  I  can,  if  you  believe  the  certification  of  the  lender  that  this 
loan  would  not  have  been  made  but  for  this  program,  the  alter- 
native to  the  cost  that  you  identify  is  not  having  that  capital  at  all. 
So,  the  incremental  cost  of  this  proposal  is  what  should  be  taken 
into  account,  we  believe,  by  the  borrower  and  the  lender.  We  recog- 
nize that  the  profitability  to  the 

Mr.  LaFalce.  If  I  am  going  to  buy  something,  I  want  to  know 
not  just  the  incremental  increase;  I  want  to  know  the  total  cost  in 
the  future.  This  is  basic.  So,  let's  provide  that. 

Mr.  Lader.  It  will  be  provided  for  the  record. 

[The  information  may  be  found  in  the  appendix.] 

Mr.  LaFalce.  Let's  not  kid  ourselves,  either;  this  reduction  in 
field  offices,  we  are  not  going  to  be  able  to  deliver  the  same  type 
of  service  in  New  York  State.  In  most  States  you  have  one  field  of- 
fice now,  I  understand  that. 

Ms.  Pulley.  Right. 

Mr.  LaFalce.  But  in  a  great  many  States  you  don't.  I  don't 
know,  close  to  20  States  you  have  more  than  one,  as  I  recall. 

Ms.  Pulley.  No. 

Mr.  Lader.  No.  About  half  a  dozen  of  the  largest  States,  two  or 
three  right  now. 

Mr.  LaFalce.  Right  now  how  many  States  have  more  than  one 
field  office? 

Ms.  Pulley.  Seven. 

Mr.  LaFalce.  You  are  going  to  have  basically  what,  three? 

Ms.  Pulley.  There  would  be  five,  I  believe. 

Mr.  LaFalce.  Last  time  I  thought  it  was  going  to  be  three.  How 
many  field  offices  in  New  York  State  now? 

Ms.  Pulley.  Districts,  branches,  posts  of  duty,  you  mean  total 
SBA  locations? 

Mr.  LaFalce.  Yes. 

Ms.  Pulley.  There  are  about  eight  or  nine. 

Mr.  LaFalce.  How  many  would  it  go  to,  two? 

Ms.  Pulley.  Probably  three. 

Mr.  LaFalce.  That  is  assuming 

Mr.  Lader.  Two  district  offices. 

Mr.  LaFalce.  Probably 

Ms.  Pulley.  As  opposed  to  three  district  offices  now. 

Mr.  LaFalce.  Which  would  probably  be — but  the  elimination  of 
the  branch  offices,  the  elimination  of  the  points  of  duty,  so  you 
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probably  have  the  one  in  New  York  City  and  one  in  Buffalo,  which 
means  you  would  eliminate  Rochester. 

Chairwoman  Meyers.  Is  that  the  way  that  is  going  to  be  done? 

Mr.  LaFalce.  Well,  I  represent  both. 

If  that  is  necessary,  I  understand,  but  you  can't  tell  me  that  the 
people  of  Rochester  will  be  as  well  served  from  Buffalo  as  they  are 
from  Rochester. 

Mr.  Lader.  Congressman,  there  is  a  basic 

Mr.  LaFalce.  It  is  difficult  for  me  to  believe  that  and  the  same 
is  true  in  any  State. 

Mr.  Lader.  If  I  might  address  that,  there  is  a  conceptual  issue 
that  has  to  be  put  on  the  table  as  well.  What  is  done  in  these  dis- 
trict offices?  We  have  moved  from  being  a  retailer  to  a  wholesaler. 
We  want  to  move  even  more  to  the  wholesaling  role.  Consequently, 
with  7,000  bank  and  nonbank  lending  partners  around  the  country, 
with  900  Small  Business  Development  Centers,  we  believe  there  is 
ample  physical  presence  for  people  to  get  this  assistance  with  on- 
line services,  with  telecommunications  as  they  are  today,  we  are 
seeing  throughout  the  retail  community,  throughout  the  banking 
community,  these  types  of  changes. 

Mr.  LaFalce.  I  understand,  but  I  know  these  small  businesses. 
I  see  them.  I  work  with  them  every  single  day,  and  they  feel  very 
comfortable  being  able  to  drive  1,520  minutes,  half  an  hour,  to  go 
and  see  a  human  being.  They  really  don't  feel  all  that  comfortable 
looking  at  a  computer  and  saying,  oh,  well,  this  is  the  age  of  com- 
puters. 

They  have  a  tough  enough  time. 

Chairwoman  Meyers.  Your  time  has  expired. 

Mr.  LaFalce.  My  time  has  expired?  These  small  businesses  will 
not  be  served  as  well  by  a  computer  they  don't  understand  as  they 
are  served  by  a  human  being. 

Chairwoman  Meyers.  Thank  you. 

Mr.  Lader,  I  would  like  to  ask  a  couple  of  questions  both 

Mr.  POSHARD.  Before  you  begin,  may  I  ask  unanimous  consent  to 
enter  a  statement  into  the  record?  I  have  conflicting  obligations 
and  must  leave. 

Chairwoman  MEYERS.  Yes,  you  certainly  may.  I  have  already 
provided  for  entering  statements  into  the  record. 

Mr.  PosHARD.  Thank  you. 

Chairwoman  Meyers.  I  am  sorry  you  have  to  leave. 

Let  me  ask  two  questions  and  I  will  ask  quickly  so  you  have  time 
for  a  response. 

Both  were  posed  in  my  opening  statement.  If  you  are  taking  the 
subsidy  rate  down  3.7  percent  and  we  have  been  under  the  impres- 
sion that  the  subsidy  rate  is  2.7  percent,  that  means  you  are  taking 
the  subsidy  rate  below  zero. 

Will  you  please  explain  that? 

Mr.  Lader.  Yes.  I  am  going  to  ask  my  colleague,  Cassandra  Pul- 
ley, to  respond.  Let  me  add  as  a  prefatory  note  the  guiding  prin- 
ciple in  our  negotiations  with  0MB  to  determine  how  much  we 
should  reduce  it  has  been  based  on  the  most  conservative  approach 
we  can  take  so  that  we  don't  have  a  surprise  in  a  subsequent  year. 
She  can  go  into  a  few  more  particulars  and  I  may  offer  another 
point. 
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Ms.  Pulley.  Madam  Chair,  what  we  did  in  looking  at  the  sub- 
sidy rate  was  to  take  a  very,  very  conservative  approach.  We  looked 
at  what  is  happening  to  our  portfolio  as  a  result  of  the  increased 
activity  of  LowDoc.  We  recognized  the  concerns  that  many  people 
have  about  the  portfolio,  the  quality  of  the  LowDoc  loans.  We  also 
tried  to  adjust  both  in  terms  of  fees  and  the  increased  interest  rate, 
the  increased  basis  point  fees.  We  tried  to  anticipate  at  the  front 
end  what  kinds  of  fees  we  would  need  to  collect  to  offset  the  loan 
loss  reserve  in  order  to  make  the  subsidy  rate  get  to  zero. 

As  you  know,  0MB  determines  what  the  subsidy  rate  will  be.  In 
the  course  of  our  discussions,  0MB  has  had  some  concerns  over 
time  about  our  accounting  system,  which  we  have  been  working 
diligently  to  update,  and  our  portfolio  management  in  which  we 
have  made  great  strides  in  trying  to  adjust. 

Chairwoman  Meyers.  Was  it  2.7  in  the  past,  the  2.7  subsidy 
rate? 

Ms.  Pulley.  Yes. 

Chairwoman  Meyers.  OK. 

Ms.  Pulley.  When  we  started  to  look  at  collecting  fees  to  get  to 
a  zero  subsidy  rate,  they  wanted  to  take  a  conservative  approach 
and  reduce  the  recovery  rate  factor.  That  is  how  we  got  to  basically 
a  3.45  percent  subsidy  rate. 

In  terms  of  the  part  of  your  question  that  addressed  the  issue  of 
whether  or  not  we  have  reached  a  negative  subsidy,  the  10  basis 
points  would  provide  an  additional  cusnion  because  I  think  part  of 
your  question,  and  Congressman  LaFalce's  question  was  what  hap- 
pens if  the  economic  factor  changes?  We  believe  this  would  be  an 
adequate  cushion  to  take  us  through  1997  for  the  7(a)  Program 
subsidy  rate. 

Chairwoman  Meyers.  So  OMB  thinks  our  loss  and  default  rate 
will  go  up  a  point? 

Ms.  Pulley.  No.  They  don't  necessarily  think  that  it  is  going  to 
go  up,  but  they  have  made  allowance  to  accommodate  for  anything 
that  may  come  up.  We  are  going  to  undertake  very  shortly  a  major 
review  of  our  portfolio  to  look  at  our  historical  experience  in  recov- 
ery. 

Chairwoman  Meyers.  Do  you  think  it  is  the  LowDoc  loans? 

Ms.  Pulley.  I  don't  think  we  have  enough  experience  at  this 
time.  We  have  only  been  doing  LowDoc  loans  for  14  months.  What 
we  have  found  in  that  14-month  period  is,  in  fact,  a  lower  delin- 
quency rate  on  LowDocs  than  we  have  found  in  small  loans  in  the 
regular  7(a)  Program.  The  difference  is  about  2  or  3  times.  We  are 
seeing  a  roughly  .5  percent  delinquency  rate  in  LowDoc  versus  a 
1  percent  in  loans  under  $100,000  that  are  not  in  the  LowDoc  Pro- 
gram. 

Again,  we  don't  have  the  experience  to  tell.  We  have  only  been 
doing  these  loans  for  14  months.  The  average  term  on  a  loan  is  5 
years. 

So,  we  will  really  need  to  continue  to  collect  information,  but  we 
have  been  very  aggressive  about  monitoring  the  portfolio  in  view 
of  concerns  in  the  industry,  on  the  Hill  and  as  well  as  our  own  con- 
cerns about  the  quality  of  our  portfolio. 

Certainly,  given  the  volume  of  the  LowDoc  Program,  we  want  to 
do  everything  we  can  to  make  sure  that  we  are  booking  good  qual- 
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ity  loans  and  we  have  had  good  reviews  of  our  offices  that  are 
doing  a  lot  of  the  volume.  We  have  sent  people  out  from  our  finan- 
cial assistance  office  in  Washington  to  look  at  the  portfolios.  We 
have  met  with  the  lenders  to  be  sure  they  are  trained  and  we  are 
following  it  very  closely  to  make  sure. 

Chairwoman  Meyers.  Let  me  say  that  I  think  if  you  are  building 
a  cushion,  I  think  there  is  every  chance  that,  if  you  are  building 
surplus  funds  into  this,  the  Appropriations  Committee  will  use 
them  for  something  else. 

I  am  a  little  uncomfortable  about  that  explanation. 

Ms.  Pulley.  I  am  sorry,  I  am  not  saying  we  have  a  cushion  in 
funds.  I  am  saying  we  have  taken  a  conservative  approach  in  an- 
ticipating what  the  subsidy  rate  is. 

Mr.  L^ER.  If  I  could  put  it  a  little  differently,  risking  repetition, 
we  see  a  voluminous  increase  in  the  program  that  the  demand  for 
capital  will  generate. 

If  that  is  the  case,  it  is  OMB's  view  and  I  have  to  say  this,  our 
personal  views  as  well,  that  it  would  be  wise  as  stewards  of  tax- 
payer dollars  to  make  sure  that  as,  in  just  the  next  year  without 
the  experience  base  on  the  LowDoc  loans,  that  we  ensure  that  that 
reserve  is  ample  for  potential  surprises.  Now,  there  is  no  magic,  ac- 
curate number.  This  is  OMB's  and  our  view  as  to  what  helps  pro- 
tect the  taxpayers  best. 

If  it  is  the  Congress'  view  the  reserve  should  be  less  and  less  cost 
to  the  banks  and  to  the  borrowers,  we  are  open  to  that,  but  we 
wanted  to  take  whatever  is  the  conservative  approach  to  be  good 
stewards  of  the  taxpayers'  exposure. 

Ms.  Pulley.  If  I  might  add  another  thing,  in  the  fee  structure 
that  we  propose  to  get  the  subsidy  rate  to  zero,  Madam  Chair,  we 
have  requested  up  to  a  half  of  1  percent  on  the  interest  rate  that 
would  pass  through  to  SBA.  That  is  not  saying  it  has  to  be  half 
a  percent,  because,  again,  we  are  addressing  the  issue  of  flexibility. 

Chairwoman  MEYERS.  Thank  you  very  much.  My  time  is  up.  I 
will  come  back  to  this  because  I  am  still  a  little  confused. 

But  our  next  questioner  is  Ms.  Velazquez. 

Ms.  Velazquez.  Thank  you,  Madam  Chairman. 

Mr.  Lader,  I  am  troubled  in  the  same  way  that  Mr.  LaFalce  is 
about  consolidation  and  downsizing  of  the  field  offices.  Would  you 
please  tell  me  what  criteria  will  be  used  in  the  selection  of  the  field 
offices  to  be  downsized  or  consolidated  under  this  proposal  that  you 
have? 

Mr.  Lader.  Yes.  I  would  hope  it  would  be  the  same  criteria  that 
any  of  us  would  use  in  terms  of  the  way  we  manage  our  own  af- 
fairs, essentially  to  try  to  figure  out  what  goes  on  in  that  office.  If, 
in  fact,  there  is  foot  traffic  in  that  office,  people  seeking  informa- 
tion that  is  delivered  there,  an  essential  service  as  opposed  to  the 
people  being  referred  to  a  bank  or  to  a  Small  Business  Develop- 
ment Center,  what  is  the  extent  of  that  traffic? 

In  addition  to  that,  what  is  the  market  area  suggesting  so  that 
each  of  the  district  offices  can  have  some  range  of  similar  market 
areas  in  addition  to  that? 

What  are  the  other  facilities  nearby  where  SCORE  volunteers 
could  be  located  if  they  are  not  located  right  there?  Where  is  the 
closest  Small  Business  Development  Center  to  that  district  office? 


89-724  0-95-2 


14 

How  many  lenders  are  located  in  that  particular  community  who 
are  our  partners?  So  we  would  take  into  account  each  of  these  fac- 
tors to  say  what  is  the  SBA  presence? 

What  we  are  saying,  Congresswoman,  is  that  the  SBA  today,  as 
a  public-private  partnership,  should  not  be  viewed  as  just  our  dis- 
trict offices.  It  should  be  viewed  as  our  presence  through  our  part- 
ners as  well,  what  is  the  presence  available  in  various  communities 
if  you  look  at  the  aggregate. 

Ms.  Velazquez.  Besides  the  traffic  in  the  market,  would  you  con- 
sider the  level  of  underdevelopment  and  low-income  communities 
as  criteria? 

Ms.  Pulley.  I  think,  Congresswoman,  what  we  need  to  discuss 
is  what  is  delivered  from  SBA  district  offices  today.  As  Mr.  Lader 
said  earlier,  the  nature  of  the  agencies'  business  has  changed  over 
time.  When  we  were  in  the  direct  loan  business,  our  district  offices 
met  with  small  businesses,  helped  them  put  together  loan  packages 
and  we  financed  the  loan  itself. 

Now,  most  of  our  business  is  guaranteed  business  and  so  the 
small  businesses'  contact  is  with  the  bank  and  the  bank  brings  the 
loan  application  to  SBA  or  faxes  it  in  the  case  of  our  LowDoc  Pro- 
gram. Our  business  and  technical  assistance  is  provided  through 
the  940-unit  network  of  small  business  development  centers. 

The  Service  Corps  of  Retired  Executives,  SCORE,  that  provides 
most  of  the  one-on-one  counseling  for  startup  businesses  are  oper- 
ating out  of  700  locations,  but  SBA  only  has  69  district  offices.  So, 
they  are  all  over  the  country,  but  outside  of  SBA  offices.  One  of  the 
things  that  we  are  realizing  is  that  our  district  offices  are  really 
processing  centers  to  a  certain  extent.  They  service  our  existing 
portfolio. 

Our  direct  contact  with  small  businesses  has  decreased  over 
time.  As  that  has  happened,  as  we  have  used  more  public-private 
partners,  there  is  less  of  a  need  for  us  to  maintain  the  same  phys- 
ical presence. 

Ms.  Velazquez.  Is  that  light  correct?  I  have  not  consumed  5 
minutes. 

Chairwoman  Meyers.  I  think  she  forgot  to  turn  it  on.  So,  we  will 
estimate. 

Ms.  Velazquez.  OK. 

So,  connected  to  your  answer,  I  want  to  ask  the  following  ques- 
tion. Mr.  Lader,  will  the  decentralization  of  functions  from  Wash- 
ington to  the  district  offices  of  SBA  affect  the  future  of  programs 
like  the  Section  7(g)  which  assists  organizations  that  in  turn  pro- 
vide assistance  to  areas  with  high  unemployment  and  low  income. 

Mr.  Lader.  Yes,  it  will. 

Ms.  Velazquez.  Let  me  say  also  that  such  a  change  seems  to — 
she  is  saying,  no,  you  say,  yes,  such  a  change  seems  to  change 
block  granting  of  funds  to  district  offices  and  creates  the  danger  of 
elimination  of  programs  that  target  disadvantaged  communities. 

SBA  claims  that  the  private  sectors  involvement  in  the  area  of 
small  business  will  help  upset  this  danger.  The  fact  remains, 
though,  that  the  private  sector  has  oftentimes  been  reluctant  to  in- 
vest in  communities  like  the  lower  east  side  and  parts  of  Brooklyn 
without  a  safety  net  of  close  Government  partnership. 
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Mr.  Lader.  Congresswoman,  the  reason  the  answer  is  yes  and  no 
is  this:  It  will  have  a  change  because  we  think  it  can  improve  it 
by  integrating  minority  training  programs,  for  example,  and  wom- 
en's training  and  entrepreneursnip  programs  with  our  programs  in 
the  field  delivered  by  the  Small  Business  Development  Centers. 

It  is  more  likely  to  get  people  who  have  real  life  experience,  the 
SCORE  volunteers,  the  people  in  the  SBDC  helping  to  integrate 
the  services  and  having  them  more  meaningful  rather  than  just 
programmatic  impact.  When  she  says,  no,  it  is  no  dilution,  no  less 
commitment  to  it,  but  it  is  a  change.  We  are  committing  a  major 
change  to  this  which  we  think  can  improve  the  delivery  of  these 
services. 

Ms.  Velazquez.  Mr.  Lader,  in  terms  of  the  selection  of  the  field 
offices  to  be  downsized,  when  will  the  list  be  available? 

Mr.  Lader.  We  want  to  confer  with  Members  of  Congress  and  de- 
termine, based  on  the  kinds  of  criteria  you  just  helped  us  articulate 
and  identify  how  we  can  serve  best  and  to  take  into  consideration 
what  actually  is  done  in  those  offices,  and  how  those  services  are 
currently  provided  by  our  partners  in  the  communities.  We  plan  to 
do  that  within  the  next  30  days. 

Ms.  Velazquez.  I  expect  to  have  a  meeting  with  you. 

Mr.  Lader.  I  look  forward  to  that. 

Ms.  Velazquez.  Thank  you. 

Chairwoman  Meyers.  Mr.  Torkildsen. 

Mr.  Torkildsen.  Thank  you.  Madam  Chair. 

Thank  you,  Mr.  Administrator,  for  appearing  again. 

To  follow  some  of  the  questions  the  Chairwoman  began  with,  on 
the  LowDoc  Program,  if  I  understand  it  correctly,  the  LowDoc  Pro- 
gram was  about  35,000  loans  last  year  for  $316  million  total  and 
you  are  estimating  that  there  will  perhaps  be  35,000  LowDoc  loans 
maybe  in  the  current  year.  What  is  the  dollar  value  that  you  esti- 
mate those  35,000  loans  will  amount  to?  Do  you  have  an  estimated 
dollar  value  on  that  right  now? 

Mr.  Lader.  While  he  is  getting  the  specific  number,  the  average 
amount  of  a  LowDoc  loan  is  $54,000. 

Ms.  Pulley.  I  think  it  is  $63  million — no,  it  can't  be. 

Mr.  Torkildsen.  No,  it  can't  be. 

Mr.  Torkildsen.  Are  we  talking  $2  billion? 

Ms.  Pulley.  $1.5  billion,  yes. 

Mr.  Torkildsen.  Given  Ms.  Pulley's  statement,  if  I  heard  cor- 
rectly, that  we  don't  have  enough  experience  to  accurately  estimate 
the  default  rate  on  LowDocs,  do  you  think  it  is  a  wise  policy  to  in- 
crease sevenfold  a  program  when  we  don't  have  the  rating  experi- 
ence to  say  how  much  the  taxpayers  are  going  to  be  exposed  to  po- 
tential losses  in  this  program? 

Mr.  Lader.  Let  me  respond  to  that,  if  I  can,  because  it  is  some- 
thing that  haunts  me  as  well,  as  you  can  imagine,  and  my  col- 
league, Ms.  Pulley. 

We  have  done  what  we  believe  the  most  prudent  investigations 
can  do,  sending  people  in  the  field  dealing  with  banks  making  the 
loans,  analyzing  the  portfolios,  seeing  the  experience  today.  You 
should  know  what  the  experience  is  to  date.  Of  the  LowDoc  loans, 
for  example,  through  February  28  of  this  year,  of  18,446  loans,  86 
of  them  are  noncurrent,  potential  problems. 
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Of  the  10,326  nonLowDoc  loans  under  $100,000  made  during  the 
same  period,  there  are  181  noncurrent,  potential  problems.  Of  all 
the  other  7(a)  loans  from  that  period,  numbering  38,294,  there  are 
441  noncurrent  loans.  What  that  litany  of  numbers  suggests  is 
counter  intuitively  the  idea  that  LowDoc  loans  are  more  credit- 
worthy than  the  rest  of  our  portfolio.  It  is  counter-intuitive,  but 
that  is  the  experience  to  date. 

But  it  is  precisely  for  that  reason  we  want  to  continue  monitor- 
ing it  very  closely.  The  reason  we  call  for  and  provide  for  this  geo- 
metric expansion  of  the  LowDoc  Programs  is  because,  and  Con- 
gresswoman  Velazquez  is  particularly  sensitive  to  this,  the  prin- 
cipal demand  is  the  smallest  borrower.  The  greatest  concern  now 
in  many  ways,  those  underserved  segments  of  the  market,  are  the 
under  $100,000  loans  for  startup  or  business  expansion. 

If  our  purpose  is  to  meet  the  demand  in  the  marketplace,  that 
is  where  the  demand  is  principally  now.  That  is  part  of  the  expla- 
nation in  response  to  the  chair's  question  of  why  we  have  to  factor 
in  conservatively  the  experience  rate.  It  is  very  early  in  the  life  of 
this  program. 

Mr.  ToRKiLDSEN.  I  appreciate  the  concern  about  meeting  the 
market's  needs.  The  experience  that  you  mention,  though,  on  the 
higher  concern  or  the  greater  number  of  loans  under  the  7(a)  loan 
program  overall  that  show  a  concern,  has  there  been  a  measure  of 
those  loans  in  the  first  year  of  repayment  versus  the  life?  Obvi- 
ously with  the  LowDoc  Program  so  new,  all  the  loans  are  new,  do 
you  have  any  numbers  showing  payback  experience  in  the  7(a)  Pro- 
gram for  first-year  repayment?  Do  we  notice  more  problems  in  the 
first  year  or  do  they  not  slow  up  in  the  second  or  third  year? 

Mr.  Lader.  Let  Ms.  Pulley  respond  to  that. 

Ms.  Pulley.  In  the  second  year,  third  year,  yes,  you  start  to  see 
the  greater  default  if  you  start  to  see  delinquency,  but  term  loans 
don't  start  to  experience  default  then.  I  want  to  reemphasize  and 
I  want  to  tie  in  your  concern  about  the  lack  of  experience  we  have 
with  LowDoc  and  the  Chairwoman's  concern  about  our  conserv- 
ative subsidy  rate.  That  is  exactly  why  we  have  a  conservative 
rate. 

We  know  that  we  have  a  new  product  that  has  tremendous  de- 
mand and  we  took  a  very  conservative  approach.  But  it  is  also  why 
we  have  addressed  the  issue  of  the  fees.  Basically  what  the  fees  do 
is  to  compensate  for  the  Grovemment's  loan  loss  reserve  require- 
ment in  the  event  there  are  defaults  on  the  LowDoc  Program.  So, 
we  think  we  have  taken  a  very  conservative  approach  to  trying  to 
deal  with  this  and  in  terms  of  Congressman  LaFalce's  concern 
about  the  rates,  the  interest  rate  increase  is  not  a  maximum 
amount.  It  is  up  to  the  amount.  Banks  don't  have  to  charge  it  and 
there  will  be  a  difference,  we  suspect,  that  banks  charge.  A  more 
competitive  market  won't  allow  it. 

Mr.  Lader.  Congressman,  we  have  specific  numbers  and  charts 
related  to  our  experience  with  the  LowDoc  and.  Madam  Chair,  I 
would  like  to  ask  if  these  may  be  entered  into  the  record  for  your 
study. 

Chairwoman  Meyers.  Without  objection. 

[The  information  may  be  found  in  the  appendix.] 
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Mr.  TORKILDSEN.  I  appreciate  that  information.  My  generail  con- 
cern is  it  is  such  a  new  program,  I  am  very  hesitant  about  increas- 
ing a  program  sevenfold  when  we  don't  have  a  rating  experience 
of  at  least  a  few  years.  That  is  my  general  concern. 

The  other  area  that  I  noticed  that  the  President's  initiative  takes 
and  I  applaud  the  direction  it  is  heading  in  is  to  reduce  the  portion 
of  a  LowDoc  loan  guaranteed  from  90  to  85  percent.  By  increasing 
the  risk  that  lenders  have  to  expose  themselves  to  they  are  going 
to  be  making  much  more  prudent  loans. 

Can  you  explain  how  the  85  percent  figure  was  arrived  at?  Why 
not  perhaps  80?  Something  that  will  force  any  lender  to  say  they 
are  exposing  their  shareholder  funds  or  bank  funds  in  that  loan  so 
that  they  are  prudent  in  what  is  relatively  a  new  program  that  has 
not  been  established  long  enough  to  be  rated  properly. 

Mr.  Lader.  Mr.  Torkildsen,  your  question  goes  to  the  heart  of 
one  of  the  basic  assumptions  of  our  guaranteed  loan  program. 

Our  partnership  with  the  7,000  private  institutions  is  extremely 
important  to  us.  We  believe  that  it  must  be  profitable  for  the  banks 
and  the  nonbank  lenders.  You  hear  us  increasing  fees  and  charges, 
but  we  believe  in  the  private  marketplace  for  them  to  continue  to 
be  using  their  capital,  it  has  to  continue  to  be  profitable  for  them. 

At  the  same  time,  we  want  to  put  more  responsibility  on  those 
partners  in  their  discernment  of  the  creditworthiness  of  these  bor- 
rowers. So,  reducing  the  percentage  of  the  Government  guarantee 
on  something  of  a  sliding  scale  gets  their  attention  even  more  so. 

Now,  is  there  a  magic  calculus  as  to  why  it  is  85  versus  some 
other  number.  Absolutely  not.  That  is  simply  our  best  estimate  as 
to  the  threshold  at  which  the  banks  and  nonbank  lenders  would 
say  it  is  still  worth  our  doing  it.  We  want  to  aggressively  be  there 
in  business,  but  given  a  little  more  risk  we  are  even  going  to  look 
a  little  more  closely  at  that  particular  loan. 

Mr.  Torkildsen.  Thank  you  for  your  comments.  If  I  may. 
Madam  Chair,  just  briefly,  in  a  previous  hearing  I  requested  that 
the  SBA  proviae  the  committee  with  an  annual  breakdown  of  the 
subsidy  rate  and  loss  rate  of  each  program  broken  down  over  the 
last  several  years  individually.  Have  you  had  a  chance  to  compile 
that  and  submit  it  to  the  committee  yet? 

Mr.  Lader.  I  believe  it  has  been  submitted,  but  we  will  provide 
it  again. 

[The  information  may  be  found  in  the  appendix.] 

Mr.  Torkildsen.  I  appreciate  that  research  and  thank  you. 

Chairwoman  Meyers.  Thank  you,  Mr.  Torkildsen. 

Mr.  Fattah. 

Mr.  Fattah.  Thank  you.  Madam  Chair. 

To  the  administrator  I  want  to  thank  you  for  appearing  and  I 
thank  you  for  what  I  believe  has  been  an  extraordinary  contribu- 
tion of  public  service  in  your  work  at  the  agency. 

I  want  to  sav  two  things  and  then  ask  you  a  question.  One  is 
that  I  believe  that  as  a  member  of  this  committee  and  also  for  the 
agency  that  it  should  be  our  job  to  be  advocating  for  more  help  for 
small  businesses  in  this  country.  They  are  the  heart  of  the  employ- 
ment-generating machinery  in  the  economy. 

Your  own  statement  today  indicates  that  small  businesses  pro- 
vide the  majority  of  the  jobs.  So,  even  in  the  Congress'  haste  to  cut 
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costs  and  the  administration's  efforts  to  reinvent  various  agencies, 
I  find  this  to  be  a  fairly  awkward  situation  where  we  are  seemingly 
retreating  from  what  I  think  should  be  our  advocacy  role  both  on 
behalf  of  the  agency  and  on  behalf  of  this  committee. 

We  should  be  pushing  our  colleagues  to  do  more,  not  to  do  less. 
I  wanted  to  ask  specifically  in  terms  of  the  women-owned  and  mi- 
nority-owned businesses,  there  is  a  lot  of  discussion  again  about  an 
effort  to  retreat  in  terms  of  getting  other  sectors  of  the  American 
populace  involved  in  economic  activity.  In  Federal  procurement 
programs,  some  $200  billion  in  procurement,  women-owned  busi- 
nesses got  less  than  $1.9  billion,  minority-owned  businesses  got 
less  than  $4  billion  of  those  opportunities. 

I  know  the  agency  has  a  number  of  programs  in  these  areas. 
How  will  these  programs  be  affected  better?  Can  you  speak  about 
your  general  commitment  in  seeing  to  it  that  we  can  do  as  much 
as  we  possibly  can  to  encourage  more  opportunities. 

Mr.  Lader.  Let  me  ask  Ms.  Pulley  to  respond  first. 

Ms.  Pulley.  First  of  all.  Congressman,  we  launched  as  part  of 
our  initial  efforts  last  year  a  major  overhaul  of  our  Minority  Enter- 
prise Development  Program.  We  are  continuing  with  that  program 
in  terms  of  getting  the  regulations  in  place  that  will  implement  the 
changes  that  we  brought  about  in  that  program. 

We  did  also  in  our  loan  program  a  number  of  things  to  increase 
our  outreach  to  minority  and  women-owned  businesses.  As  you 
mentioned,  women-owned  businesses,  which  are  growing  at  twice 
the  rate  of  men-owned  businesses  in  this  country,  have  roughly  2 
percent  of  the  Federal  procurement  dollars. 

We  launched  a  pilot  last  year  to  support  and  assist  and,  in  fact. 
Chairwoman  Meyers  was  instrumental  in  helping  us  design  our 
pilot  to  increase  the  amount  of  Government  procurement  available 
to  women-owned  businesses.  We  are  working  with  12  Federal  Gov- 
ernment agencies  in  that  pilot.  We  are  very  optimistic  about  the  re- 
sults from  that  program. 

We  also  have  launched  two  special  programs  in  our  7(a)  loan  pro- 
gram for  special  outreach  to  women  and  minority-owned  busi- 
nesses. They  are  the  prequalification  program  for  women  business 
owners  and  a  recently  launched  prequalification  for  minority  busi- 
nesses. 

I  am  proud  to  say  these  are  very  good  programs.  They  are  not 
subsidized.  They  don't  make  exceptions  to  credit.  What  we  do  is 
make  an  extra  effort. 

We  recognize  that  banks  have  not  traditionally  made  loans  to 
women  and  minority  businesses.  So,  we  are  helping  the  banks  sim- 
ply by  working  with  our  intermediaries  in  various  communities  to 
put  together  the  package  and  instead  of  in  most  situations  where 
the  package  goes  directly  to  the  bank,  the  package  comes  to  SBA, 
we  review  it,  if  it  meets  our  standard  criteria,  we  give  a  prelimi- 
nary commitment  letter  that  the  owner  can  then  take  to  the  bank 
to  get  financing. 

So,  we  have  been  very  successful  with  our  efforts.  For  example, 
we  found  that  our  LowDoc  Program,  without  any  special  marketing 
effort,  reached  these  underserved  segments  of  the  population  be- 
cause they  are  startup  businesses,  tending  to  be  in  the  retail  or 
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service  industry  without  the  traditional  kinds  of  up  collateral  we 
look  for. 

We  have  had  a  lot  of  successes  and  we  find  that  women-owned 
businesses  are  getting  about  29  percent  of  our  LowDoc  Program 
and  minority  businesses  are  getting  about  24  percent.  So,  we  have 
been  very  successful  in  reaching  those  markets.  We  have  the  pro- 
grams in  place.  We  have  the  commitment  in  our  district  offices  and 
our  commitment  continues. 

Mr.  Lader.  Let  me  just  emphasize  that  29  percent  to  women  and 
24  percent  to  minorities  is  not  a  set-aside.  That  is  the  market  at 
work  as  we  see  this  wonderful  phenomenon  of  increasing  demand 
for  women  and  minority  entrepreneurs  to  build  their  own  busi- 
nesses. 

We  believe  that  we  have  to  continue  serving  that  market. 

Mr.  Fattah.  Let  me  just  ask  one  other  question.  I  have  this 
chart  here  that  shows  the  past  due  and  delinquent  loan  rates  for 
the  various  programs  operated  through  the  SBA. 

Are  there  any  comparisons  you  can  offer  in  terms  of  private  sec- 
tor lending  and  delinquency  rates? 

Mr.  Lader.  Yes,  I  think  any  analysis  that  the  committee  staff 
does  will  find  that  the  1.3  percent  loss  rate  to  the  Government,  to 
the  taxpayers  of  our  7(a)  Program,  for  example,  compares  very  fa- 
vorably with  private  commercial  institutions.  The  fact  that  90  per- 
cent of  our  loan  portfolio  is  current,  in  other  words,  payments  are 
made  within  30  days  of  the  due  date,  compares  very  favorably. 

Mr.  Fattah.  The  last  point  is  really  more  of  a  comment  than  a 
question.  I  think  that  there  is  considerable  risk  to  our  economy  if 
we  don't  continue  to  find  the  political  will  to  invest  in  the  small 
business  community  in  this  country.  I  would  hope  that  we  would 
use  every  opportunity  as  a  partnership  between  your  agency  and 
this  committee  to  continue  to  advocate  on  behalf  of  small  business. 

Thank  you. 

Chairwoman  Meyers.  Thank  you,  Mr.  Fattah.  I  think  all  com- 
mittees will  have  difficulty  in  the  next  5  to  7  years  trying  to  advo- 
cate and  do  the  best  they  can  with  their  responsibilities  while  at 
the  same  time  trying  to  be  very  conservative  about  expenditures. 
It  is  going  to  be  a  challenge. 

Mr.  Chrysler. 

Mr.  Chrysler.  Thank  you,  Madam  Chairman.  I  would  like  to 
commend  Phil  on  a  good  job  at  the  SBA  and  creating  the  SBA's  "it 
is  not  your  father's  Oldsmobile",  bringing  it  into  a  new  era. 

Isn't  it  true,  following  up  on  Congressman  Fattah's  question, 
isn't  it  true  that  any  bank  would  make  the  loans  with  the  low  loss 
loan  rates? 

Mr.  Lader.  I  don't  believe  so  for  two  reasons.  One,  I  believe  the 
certification  that  the  banks  give  us  for  each  of  these  loans  that 
they  would  not  make  that  loan  on  those  terms  to  us  without  that 
guarantee. 

Second,  it  gets  to  the  emphasis  on  those  terms.  As  you  know, 
from  your  extensive  experience  in  business,  the  hardest  loan  a 
small  business  person  can  get  is  one  with  the  maturity  that  allows 
you  not  to  impair  your  cash  flow,  that  allows  you  to  grow  and  ex- 
pand but  does  not  disturb  your  every  day  doing  business. 
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Consequently,  without  that  type  of  guarantee  which  creates  the 
liquidity  for  a  secondary  market  which  allows  liquidity  for  banks 
to  make  more  loans  and  capital  to  the  small  businesses  and  with- 
out that  bank  having  to  have  a  longer  term,  the  small  businesses 
would  not  be  able  to  get  the  LowDoc  5-year  loan  or  average 
$170,000  12-year  term.  It  would  essentially  be  a  much  smaller 
term,  smaller  maturity,  with  a  balloon  that  could  be  crippling  to 
many  small  businesses. 

Mr.  Chrysler.  I  guess  it  has  always  been  my  experience  with 
banks  that  banks  really  never  want  to  own  your  inventory.  They 
never  really  want  to  own  your  building.  They  never  want  to  own 
your  business.  What  they  really  are  buying  when  you  go  in  and 
apply  for  a  loan  is  the  person. 

If  they  believe  in  the  person,  they  believe  in  their  concept  and 
idea,  and  if  they  have  the  right  business  plan  and  the  assets,  I 
found  that  they  make  those  loans  and  with  this  kind  of  a  low  loan 
loss  rate  that  you  have,  I  would  look  at  these  programs  in  the 
words  of  Robert  Reich  as  just  being  more  corporate  welfare.  I  guess 
Robert  Reich  has  asked  all  of  us  in  Congress  to  address  that  issue. 
How  would  you  address  it? 

Mr.  Lader.  By  responding  in  two  ways  to  that  particular  ques- 
tion. First,  if  you  take  into  account  the  smaller  and  rural  banks  in 
this  country,  not  those  necessarily  in  Detroit  or  elsewhere,  but 
small  and  rural  banks,  given  Federal  regulations,  they  simply  don't 
have  the  capital  base  to  make  the  volume  of  small  business  loans 
which  small  businesses  in  their  areas  demand.  Consequently,  it  is 
the  liquidity  that  is  provided  by  the  Government  guarantee  tnat  al- 
lows the  smaller  banks,  the  rural  banks,  to  do  more  lending  than 
they  would  be  able  to  do  without  that. 

The  second  question,  when  you  talk  about  the  Secretary  of  La- 
bor's comments  in  terms  of  corporate  welfare  that  suggests  this  is 
a  handout,  but  this  is  not  a  handout.  It  is  not  a  Grovemment  give- 
away. As  you  know  from  the  SBA  loan  you  had  yourself  in  starting 
up  your  business,  it  is  necessary  to  have  that  type  of  capital  early 
in  your  career,  but  you  paid  that  loan  back  and  our  borrowers  are 
paying  the  loans  back.  Consequently,  this  is  an  investment  in  the 
economy.  It  is  not  a  giveaway. 

My  final  observation  on  this  particular  point,  when  you  look 
overall  at  the  huge  demand  for  capital  for  small  businesses,  you 
say  if  these  programs  didn't  exist,  would  these  loans  be  there? 

Now,  that  is  a  philosophical  argument  and  there  is  no  way  of 
predicting  one  way  or  the  other,  but  as  one  taxpayer,  I  am  not  will- 
ing to  take  the  risk  given  the  importance  of  small  businesses  in 
this  country  as  generators  of  jobs,  and  contributors  of  44  percent 
of  the  gross  domestic  product,  that  that  lending  would  still  be  there 
without  these  programs.  That  is  how  I  approacn  it. 

Mr.  Chrysler.  Obviously,  the  corporate  welfare  is  not  to  the  bor- 
rower because  you  are  absolutely  right,  they  do  pay  it  back.  The 
corporate  welfare  is  to  the  banks.  They  are  taking  advantage  of 
these  Government-sponsored  programs,  which  would  make  the 
loans  without  them. 

I  think  as  we  reduce  this  deficit  and  eventually  the  debt,  I  think 
we  will  end  up  with  the  working  capital,  or  the  capital  available 
to  the  banks  to  make  some  of  these  small  business  loans. 
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I  guess  along  those  lines,  do  you  have  any  plans — I  believe  that 
any  good  Government  agency  ought  to  try  to  work  themselves  out 
of  business,  not  to  expand  their  bureaucracies,  as  in  welfare.  It 
should  be  judged  by  the  number  of  people  we  get  off  of  welfare,  not 
by  the  number  of  people  we  have  on  welfare.  So,  in  this  business, 
would  you — do  you  have  any  plans  to  phaseout  either  the  over 
time,  either  the  7(a)  Programs  or  the  SBA? 

Mr.  Lader.  Congressman,  I  disagree  with  your  basic  premise  be- 
cause you  refer  to  us  as  a  business.  In  some  ways,  we  should  be 
looking  at  how  we  operate  in  the  most  business-like  way.  I  don't 
think  if  you  were  to  look  at  your  company  and  see  which  is  the 
most  successful  line  of  business  you  are  in  you  would  plan  to  phase 
it  out.  You  would  be  seeking  how  do  you  reduce  costs,  how  you  sat- 
isfy customer  demand,  how  you  build  the  program  with  the  great- 
est return  to  your  shareholders. 

I  look  at  our  shareholders  essentially  being  the  taxpayers,  so  we 
look  at  our  best  product  line,  the  7(a),  the  LowDoc  Program  now 
and  say  how  do  we  increase  that  product  line,  but  reduce  the  cost 
to  our  taxpayers,  increasing,  therefore,  the  return  to  shareholders. 

I  think  we  are  taking  a  business-like  view  of  that.  I  don't  think 
we  should  take  the  view  of  how  we  put  ourselves  out  of  business 
if  that  means  that  significant  capital  necessary  to  the  creation  of 
jobs  would  not  be  there. 

If  it  could  be  demonstrated  that  this  capital  would  be  there  with- 
out us — that  is  the  reason  I  used  the  smaller  rural  banks  as  an  ex- 
ample. They  are  the  clearest  case  that  without  the  liquidity  pro- 
vided by  the  secondary  market  through  the  Grovernment  guarantee 
they  couldn't  be  doing  the  volume  of  small  business  loans.  So,  I  dis- 
agree with  your  premise  and  am  thinking  if  you  were  walking  in 
our  moccasins,  you  would  be  doing  very  much  the  same  things  we 
are  doing. 

Mr.  Chrysler.  That  is  one  of  the  good  things  about  this  new  job, 
I  have,  I  am  kind  of  walking  in  your  moccasins  now.  I  am  used  to 
walking  in  the  other  ones. 

Thank  you. 

Chairwoman  Meyers.  Mr.  Kennedy. 

Mr.  Kennedy.  Thank  you,  Madam  Chair,  I  also  would  like  to  say 
how  much  I  appreciate  having  the  administrator  here. 

I  want  to  also  follow  up  on  that  previous  question  with  respect 
to  working  our  Government  out  of  the  business  of  doing  this,  be- 
cause as  I  see  it,  the  LowDoc  and  the  7(a)  and  504  guarantee  pro- 
grams cover  the  difference  that  the  private  lending  entities 
wouldn't  cover. 

In  other  words,  banks  are  in  the  business  of  making  money  and 
they  are  not  about  to  piddle  around  in  small  loans  to  small  busi- 
nesses. They  are  not  going  to  see  themselves  making  any  money  off" 
of  it  when  they  can  make  money  off"  bigger  loans,  with  less  paper- 
work for  them.  Instead  of  the  time  and  intensive  ener^  that  goes 
into  making  these  loans  available  to  small  business,  it  is  really  the 
Government  guarantee  and  SBA  taking  on  the  paperwork  and 
some  of  the  footwork  to  make  sure  these  business  programs  are  in 
place  that  make  banks  look  at  this  program,  assisting  the  small 
businesses  in  such  an  attractive  way.  I  see  this  as  an  essential 
thing. 
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In  Rhode  Island,  after  our  credit  union  collapse  there  was  a 
chilling  effect.  Banks  didn't  want  to  make  any  loans  whatsoever. 
Private  banks.  If  it  weren't  for  the  SBA  and  the  7(a)  and  the  504 
guarantee  program  there  would  not  have  been  any  access  to  capital 
in  my  State.  Thankfully,  because  of  the  SBA,  we  were  able  to  meet 
the  credit  crunch. 

In  my  State  we  are  having  a  tough  time  because  of  defense  cut- 
backs. Bank  of  Boston  has  done  a  report  saying  between  1993  and 
1997,  we  will  lose  roughly  $6  billion  in  defense  spending  in  our  re- 
gion. 

What  programs  or  what  interests  do  you  have  in  helping  those 
areas  that  are  really  having  a  major  sort  of  scale  back  in  Federal 
Programs  or  helping  those  displaced  workers  get  into  the  small 
businesses? 

Do  you  add  any  workers  in  this  reinventing  to  those  areas  that 
could  have  adverse  impacts  based  on  Federal  Grovernment  cut- 
backs? To  what  extent  do  you  work  with  Department  of  Defense  in 
their  efforts  to  get  these  workers  back  into  the  workforce? 

Ms.  Pulley.  We  have  been  working  with  the  Department  of  De- 
fense on  the  defense  conversion  loan  program  and  we  are  moving 
along  in  our  discussions  with  them.  As  you  may  know,  the  money 
allocated  was  to  be  divided  between  SBA  and  the  Economic  Devel- 
opment Administration  at  the  Department  of  Commerce. 

We  have  also  worked  with  the  Department  of  Commerce  and 
NIST  in  some  of  the  manufacturing  centers  that  are  focusing  on 
the  defense  conversion  areas.  We  have  been  working  through  our 
Office  of  Veterans  Affairs  in  trying  to  increase  our  outreach  in 
some  of  the  base  closings  as  well,  so  we  are  working  it  as  a  mul- 
tiple-pronged approach  especially  with  our  public  partners. 

Mr.  Kennedy.  Can  you  give  me  information  on  that  when  you 
have  a  chance? 

Ms.  Pulley.  Surely. 

[The  information  may  be  foimd  in  the  appendix.] 

Mr.  Kennedy.  I  want  to  emphasize,  the  LowDoc  Program  is  fan- 
tastic. The  response  is  tremendous  in  my  State.  In  Rhode  Island, 
as  a  State  legislator,  I  voted  for  and  we  passed  in  the  legislature 
a  tax  credit  for  the  up-front  points  and  it  made  it  even  easier  for 
businesses  to  break  down  the  obstruction  of  getting  into  the  capital 
markets  and  LowDoc  is  another  way  to  breakdown  all  the  obstacles 
to  the  small  businesses,  seeing  themselves  expanding  through  an 
easy  way  to  get  access  to  capital. 

So,  I  just  want  to  applaud  what  you  are  doing.  I  hope  with  the 
Reinventing  Government  that  you  listen  to  the  banks,  too,  when  it 
comes  to  changing  the  mechanism  so  that  they  continue  doubling 
as  they  have  been  doing  since  the  President  took  office,  the  number 
of  loans  that  are  made  available  to  small  businesses. 

Chairwoman  MEYERS.  Thank  you,  Mr.  Kennedy. 

The  other  Members  present  have  indicated  they  don't  care  to  ask 
questions.  If  you  change  your  mind,  let  me  know. 

While  we  are  waiting  for  Mr.  Meehan  to  get  settled  I  will  ask  one 
more  and  then  turn  to  Mr.  Meehan. 

In  my  opening  statement,  Mr.  Lader,  I  asked  you  what  your  sav- 
ings had  been  made  by  adding  fees  and  closing  district  and  other 
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work  stations.  There  had  been  no  reduction  at  all  in  the  central  of- 
fice in  Washington,  the  headquarters  office. 

Do  you  intend  to  make  any  reductions  here  at  all? 

Mr.  Lader.  Absolutely.  I  am  always  somewhat  amused  when  ob- 
servers say  well,  gee,  all  I  see  you  doing  is  changing  the  programs 
and  reducing  the  people.  It  is  not  like  we  have  a  whole  lot  of  manu- 
facturing facilities  that  we  can  close  down  of  course.  That  is  what 
we  have  to  work  with. 

So,  the  biggest  source  of  it,  vou  are  correct  in  saving,  is  the  pro- 
grammatic change  to  reduce  that  subsidy.  But  we  believe  we  have 
to  consolidate  and  reduce  as  well,  consequently,  by  the  consolida- 
tion of  district  offices,  by  increasing  central  processing  of  the 
LowDoc  loans,  so  they  are  not  done  at  60,  70  locations,  but  rather 
at  four  locations  or  so.  At  headquarters,  we  will  take  the  account- 
ing office  for  example,  our  personnel  operations,  and  essentially 
blend  these  back  office  operations  into  field  operations  to  allow  us 
to  reduce  the  number  of  people  who  provide  those  services. 

At  the  same  time  we  are  going  to  work  with  our  other  partners 
and  fellow  employees  to  make  sure  there  is  no  adverse  action  taken 
against  our  employees.  Through  buyouts  underway  right  now, 
through  voluntary  reassignments  and  then  as  necessary  through 
directed  reassignments,  we  will  reduce  employees  by  500. 

Chairwoman  Meyers.  You  must  know  then  which  district  offices 
you  intend  to  close  because  these  employees  have  to  be  prepared 
to  elect  a  buyout,  because  I  think  the  deadline  is  coming  very 
shortly. 

Mr.  Lader.  Yes. 

Chairwoman  MEYERS.  So  I  presume  they  have  been  notified  so 
they  can  make  that  election  if  they  wish? 

Mr.  Lader.  On  Monday,  the  Deputy  Administrator  and  I  went  on 
satellite  broadcast  for  60  minutes  using  telecommunications  with 
every  one  of  our  locations  around  the  country  and  took  questions 
from  all  of  our  fellow  employees. 

We  identified  that  all  of  the  post  of  duty  stations,  branch  of- 
fices— we  were  site-specific — would  be  closed.  So,  those  individuals 
were  made  aware. 

Chairwoman  Meyers.  All  the  post  of  duty  stations  and  branch 
offices. 

Mr.  Lader.  Yes.  In  those  States  with  multiple  district  offices,  we 
said  we  have  our  recommendations  where  that  should  be  done,  but 
we  want  to  work  with  Members  of  Congress  to  determine  the  geog- 
raphy of  where  best  to  consolidate.  That  is  going  to  take  a  reason- 
able period  of  time  as  Ms.  Velazquez  has  asked  to  have  an  occasion 
to  meet  with  her,  and  others.  So  you  take  into  accoimt  from  your 
knowledge  base  sajdng  to  our  employees,  vour  knowledge  of  what 
goes  on  in  your  office,  what  the  criteria  of  other  SBDC  and  banks 
in  your  location  and  you  guess  as  best  as  you  can  where  the  proc- 
ess will  come  out  in  30  days. 

We  would  have  preferred  to  say,  these  are  the  district  offices 
which  will  be  closed,  but  that  type  of  edict  is  more  like  the  Krernlin 
than  today's  Washington.  We  thought  it  would  be  more  appropriate 
to  identify  the  specifics  where  we  could  and  let  others  know  in  the 
next  30  days.  We  have  to  reach  the  conclusions  in  30  days  that  you 
can  guess  at  right  now. 
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Chairwoman  Meyers,  So  you  say  those  offices  to  be  closed  will 
probably  proceed  and  elect  a  buyout  because  they  anticipate  that 
their  office  is  going  to  be  closed? 

Mr.  Lader.  We  reserve  the  right  as  the  Administrator  and  Dep- 
uty Administrator  not  to  accept  the  buyout.  So,  we  can  hold  that 
contingent,  if  you  would,  and  say  this  is  such  a  prized  employee, 
we  really  want  to  wait  until  we  see  what  is  happening  with  that 
office.  It  is  not  perfect,  but  frankly,  in  the  checks  and  balances  sys- 
tem we  have  we  felt  this  was  the  fairest  way  to  operate  with  our 
fellow  employees. 

Chairwoman  Meyers.  If  you  have  a  best  guess  on  these,  I  believe 
you  said  seven  States  would  have  more  than  one 

Ms.  Pulley.  Yes. 

Chairwoman  Meyers.  If  you  have  a  best  guess,  we  would  appre- 
ciate it  because,  of  course,  we  are  getting  a  lot  of  calls  from  Con- 
gress people.  I  assume  we  can  refer  them  to  you,  but  we  would  like 
to  be  kept  as  aware  as  possible  as  you  refine  your  thinking  on  this. 
Because  there  are  a  great  many  people  who  are  anxious  and  con- 
cerned. 

Mr.  Lader.  We  would  be  happy  to  be  in  daily  contact  with  your 
staff. 

Mr.  Chrysler.  Along  those  lines,  Phil,  is  that  with  or  without 
congressional  oversight  that  you  will  be  making  those  decisions? 

Mr.  Lader.  We  have  the  administrative  authority  to  close  these 
offices  ourselves.  We  want  to  do  it  in  consultation  with  the  Con- 
gress, though. 

Mr.  Chrysler.  Thank  you. 

Chairwoman  Meyers.  Thank  you. 

We  do  want  to  be  assured  that  we  are  being  consulted  and  that 
you  are  working  with  us  on  this  in  this  regard. 

Mr.  Meehan, 

Mr.  Meehan.  Thank  you.  Madam  Chair. 

It  is  always  difficult  when  you  are  closing  offices  and  consult 
with  the  farmers  to  do  it.  Cutting  is  seen  as  necessary.  Nobody 
wants  to  cut  their  own  area.  That  is  one  of  the  reasons  we  had  to 
establish  a  Base  Closure  Commission. 

I  don't  have  a  question,  but  I  just  want  to  comment  I  have  found 
in  Massachusetts  working  with  you  people  it  is  very,  very  impor- 
tant to  helping  reestablish  companies  in  my  part  of  the  country. 
Weigh  Engineering  and  other  companies  have  had  a  difficult  time 
downsizing,  in  the  Merrimack  Valley  we  have  lost  12,000  high-tech 
jobs.  Many  of  those  vice  presidents  have  established  a  small  com- 
pany or  companies  and  the  Small  Business  Administration  has 
played  a  critical  role  in  providing  needed  capital  to  help  sort  of 
plant  fertilizer  for  small  companies  to  grow. 

The  result  is,  and  I  am  in  the  process  of  putting  it  together,  the 
result  is  the  growth  of  700  new  jobs  on  specific  jobs  that  my  office 
works  with.  I  just  want  to  voice  my  support  for  the  job  that  you 
are  doing.  The  SBIC  Program,  which  is  very,  very  effective  in  deal- 
ing with  Massachusetts  companies  that  really  have  a  lack  of  cap- 
ital, so  I  just  want  to  compliment  your  office  and  your  work  with 
my  office. 

I  would  put  a  premium  on  working  commitment  development. 
This  is  a  model  of  where  public  monies  ought  to  be  expended  where 
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we  can  see  direct  private  sector  investment  that  is  many,  many 
times  what  the  pubHc  sector  investment  is.  I  just  want  to  com- 
pliment you  on  that  and  look  forward  to  working  with  you  and  get- 
ting through  many  times  over  the  next  year  in  terms  of  the  budget 
year  or  so. 

Thank  you. 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  Meehan. 

I  would  like  to  compliment  you,  too.  I  know  it  is  very  difficult  to 
save  money.  It  is  always  good  to  be  in  office  when  you  have  a  sur- 
plus and  you  can  spend  a  lot  of  money  and  I  have  been  in  this  situ- 
ation, not  here  but  back  in  Kansas. 

I  have  also  been  in  a  situation  in  Kansas  where  we  have  had 
lean  years  and  we  were  cutting.  It  is  very,  very  difficult  and  you 
try  to  do  it  and  be  as  fair  to  everybody  as  you  can. 

I  think  what  Congress  is  going  to  be  interested  in  is  that  as  we 
make  these  cuts  we  provide  the  best  service  to  people  who  we  can. 

We  don't  want  to  make  the  loans  unavailable  because  the  fees 
are  out  of  reach.  We  don't  want  to  make  geographical  great  long 
distances  that  people  have  to  drive  in  order  to  be  in  touch  with  an 
SBA  office. 

So,  I  wonder  if  maybe  there  is  a  further  comment  you  can  make 
and  if  you  can't  answer  this,  this  morning,  maybe  you  can  supply 
the  answer  to  us  in  writing. 

We  would  like  information  on  reducing  the  7(a)  subsidy  rate. 
Could  you  or  your  staff  explain  the  model  that  you  used  and  what 
factors  went  into  that  model. 

I  don't  understand  exactly  how  the  subsidy  rate  is  going  to  work 
in  a  technical  sense.  Would  additional  fees  go  to  a  loan  loss  reserve 
in  the  Treasury?  Maybe  I  am  misunderstanding. 

We  will  need  to  know  in  the  relatively  near  future,  also,  which 
offices  are  being  closed  because  I  think  when  we  go  into  the  appro- 
priations schedule,  we  will  have  to  consult  with  you  and  know  and 
the  Appropriations  Committee  will  have  to  be  fairly  specific  about 
the  amounts  of  money  that  they  are  appropriating. 

So,  if  you  could  confirm,  I  think  that  appropriations  law  requires 
congressional  approval  of  any  reorganization  of  an  agency  which 
woiild  include  closing  field  offices. 

I  know  that  you  have  the  authority  to  suggest,  but  I  do  think 
that  law  requires  that  you  get  congressional  approval. 

Mr.  Lader.  I  have  been  advised  it  was  notification  of  Congress, 
but  we  certainly  will  be  working  very  closely  with  you. 

Chairwoman  Meyers.  Very  good. 

On  the  model  of  the  7(a)  loan  suggestions, 

Mr.  Lader,  That  gets  into  a  relatively  technical  matter  so  if  we 
can  work  with  your  staff"  and  to  outline  where  the  dollars  come 
from  and  where  they  go  I  would  be  pleased  to  do  that. 

Chairwoman  Meyers.  We  want  to  understand  how  it  works  and 
I  appreciate  that  very  much. 

If  there  are  no  further  questions,  the  meeting  is  adjourned. 

I  thank  you  very  much  for  your  assistance. 

Mr.  Lader.  Thank  you. 

Ms.  Pulley.  Thank  you. 

[Whereupon,  at  11:40  a.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 
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The  Committee  will  come  to  order. 

On  Monday,  March  27,  1995,  the  Administration  unveiled  a 
plan  to  reduce  spending  in  several  independent  agencies,  including 
the  Small  Business  Administration.    The  plan  for  streamlining  the 
SBA,  titled  "Stretching  Taxpayer  Dollars"  proposes  significant 
program  changes  in  the  primary  loan  programs  of  the  agency,  the 
7(a)  and  504  programs,  and  reductions  in  the  field  office  structure 
of  the  Agency.   The  Administration  estimates  their  plan  will 
reduce  the  SBA's  budget  by  29  percent  from  their  original  FY96 
request,  and  save  approximately  $1.2  over  five  years. 


I  commend  the  Administration  and  the  SBA  for  coming 
forward  with  a  plan  to  make  significant  reductions  in  Agency 
expenditures  and  save  taxpayer  dollars.   As  I  am  sure  we  are  all 
aware,  the  ominous  task  of  reducing  federal  spending  to  achieve  a 
balanced  budget  in  seven  years  falls  upon  this  Congress. 
Accomplishing  this  will  require  the  cooperation  of  the  both  houses 
of  Congress  and  the  Administration,  and  the  will  of  the  American 
people,  to  make  the  tough  choices  associated  with  balancing  the 
budget. 


It  is  clear  that  this  Committee  and  the  Agency  we  oversee, 
the  SBA,  will  have  to  "step  up  to  the  plate"  and  offer  up  savings, 
just  as  every  other  federal  agency  will  be  required,  and  play  our 
part  in  reducing  spending.   However,  it  is  also  the  challenge  of 
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this  Committee  to  determine  how  best  to  make  those  cuts.   The 
Administration  has  put  forward  a  very  thought  provoking 
proposal,  much  of  which  I  may  support.   But  first,  I  think  several 
questions  must  be  asked  and  resolved  regarding  the  changes  to 
some  of  the  programs  that  have  been  suggested,  and  the  savings 
the  Administration  claims  to  achieve  through  these  changes. 


For  example,  under  the  7(a)  loan  guarantee  program,  the 
Administration  adds  additional  fees  and  changes  to  the  guarantee 
rates  that  would  drive  the  subsidy  rate  to  zero— a  laudable  goal 
that  I  wholeheartedly  support.   However,  it  is  my  understanding 
that  all  of  the  changes  in  the  7(a)  program  actually  bring  the 
program  down  by  370  basis  points,  or  from  a  subsidy  rate  of  3.7 
percent.  We  have  been  operating  under  information  from  the 
SBA  that  the  current  subsidy  rate  is  2.74  percent.   Has  the 
subsidy  rate  suddenly  jumped  to  3.7  percent?   If  so,  why  hasn't 
the  Committee  been  informed  of  this  situation?    If  not,  why  is  it 
necessary  to  reduce  the  subsidy  rate  beyond  zero?  Are  the 
additional  savings  being  applied  to  administrative  expenses  for 
running  the  program? 


The  Administration's  proposal  adds  several  new  fees  to  the 
7(a)  program,  some  of  which  they  say  are  to  be  paid  by  the 
lender.   However,  it  has  been  my  experience  that  most  of  those 
fees  find  their  way  to  the  borrower,  to  the  small  business  person, 
eventually.   This  Committee  needs  to  look  closely  at  how  big  a 
burden  we  are  placing  on  the  small  business  borrower  under  these 
suggested  new  fees.   If  the  Committee  determines  the  burden  is 
too  significant,  perhaps  there  are  other  places  in  the  Agency  from 
which  we  can  achieve  savings.   I  would  note  that  virtually  all  the 
savings  the  Administration  achieves  are  by  adding  loan  fees  to 
small  business  borrowers,  and  by  closing  SBA  field  offices.   Does 
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the  Administration  plan  to  make  any  reductions  in  the  Central 
Office  in  Washington? 


I  am  very  pleased  that  we  have  as  our  witness  today  the  SBA 
Administrator,  Philip  Lader,  to  further  explain  and  detail  the  SBA 
streamlining  plan,  and  to  answer  the  Committees  questions. 
Administrator  Lader  is  our  only  witness  today  to  allow  for 
maximum  time  for  questions  by  all  of  the  Committee's  members. 

Before  introducing  the  Administrator,  at  this  time  I  recognize 
the  Ranking  Minority  Member,  Mr.  LaFalce,  for  an  opening 
statement. 
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Madam  Chairman,  I  once  again  want  to  thank  you  for  holding  this  informative  series 
of  hearings  looking  at  the  Small  Business  Administration.    I  believe  these  hearings  have  and 
will  continue  to  be  important  as  Congress  works  with  the  SBA  and  the  Administration  in 
setting  a  course  for  the  SBA's  future. 

On  Monday.  President  Clinton,  along  with  Administrator  Lader,  announced  a  new 
effort  to  "reinvent"  and  streamline  the  SBA.    From  reducing  the  government's  cost  of  small 
business  financing  to  consolidating  field  operations  by  making  greater  use  of  public  and 
private  partnerships,  the  SBA  is  working  to  do  more  with  less.    As  Congress  works  to 
balance  the  federal  budget,  I  believe  the  concept  of  doing  more  with  less  is  one  we  all  must 
grasp  and  make  work. 

I  want  to  thank  Administrator  Lader  for  joining  us  today  to  discuss  plans  for  a  smaller 
and  more  efficient  SBA.   I  truly  believe  Administrator  Lader  that  you  can  move  the  Small 
Business  Administration  in  a  direction  that  will  give  greater  financial  and  educational 
opportunities  to  small  business  owners,  while  at  the  same  time  assisting  in  Congress'  efforts 
to  balance  the  budget.   I  commend  the  President,  the  Administration,  and  the  SBA  for 
recognizing  the  future  is  upon  us,  and  that  we  must  all  strive  to  make  government  work 
better  with  less. 

Thank  you  again  for  joining  the  Committee  this  morning.    I  look  forward  to  your 
testimony  today,  and  to  working  with  you  to  make  the  SBA  the  best  it  can  be  today  and  in 
the  future  for  our  nation's  small  business  community. 


89-724  0-95-3 
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Madam  Chairman  and  Members  of  the  Committee,  thank  you  for  the  opportunity  to 
appear  before  you  to  present  not  only  our  1996  budget  request  for  the  Small  Business 
Administration  (SBA),  but  to  offer  our  vision  for  the  Agency's  future.  This  vision  reflects  the 
Administration's  strong  commitment  to  the  nation's  small  business  community  and  to  a  vibrant 
SBA,  and  does  so  in  such  a  way  as  to  minimize  taxpayer  costs. 

Back  in  February,  we  submitted  a  budget  request  to  the  Congress  seeking  $749  million 
in  new  appropriations  to  carry  out  the  Agency's  programs  for  fiscal  year  1996.  Although  this 
request  was  $64  million,  or  eight  percent,  below  the  amount  provided  to  SBA  for  the  current 
fiscal  year,  we  have  since  identified  additional  savings  opportunities  through  the  Administration's 
National  Performance  Review  process  for  reinventing  Government.  As  a  result,  we  now  wish 
to  revise  our  initial  request  downward  to  $528  million.  This  represents  a  $221  million,  or  29 
percent,  reduction  in  SBA  funding  below  our  initial  request.  Even  more  dramatic,  the  revised 
request  represents  a  savings  of  $284  million,  or  35  percent,  from  1995  enacted  appropriations 
levels. 


Small  Business  in  the  U.S.  Economy 

Before  discussing  our  budget  request,  I  wanted  to  begin  with  a  brief  overview  of  how 
critical  small  business  is  to  the  U.S.  economy. 

I  think  we  all  know  -  intuitively  --  the  importance  of  small  business.  Most  people  I 
know  got  their  first  job  in  a  small  firm.  I'm  sure  most  of  you  probably  shop  at  many  local  small 
businesses.  Perhaps  your  families  were  involved  in  small  businesses.  You  know  how  important 
the  small  business  sector  is  to  your  community  and  to  the  economies  of  your  states. 

But  beyond  our  own  personal  experiences  that  tell  us  how  important  small  business  is, 
we  should  look  at  the  available  empirical  data: 

The  number  of  small  businesses  is  growing  rapidly  --  up  49  percent  since  1982. 

Small  businesses  employ  54  percent  of  the  American  work  force  and  are 
responsible  for  50  percent  of  the  gross  domestic  product  (GDP)  (1993  statistics). 

During  1993  small  businesses  accounted  for  71  percent  of  the  new  job  growth  in 
the  U.S. 

Small  businesses  are  our  country's  leading  source  of  innovations.  Studies  show 
they  iimovate  at  twice  the  rate  of  large  firms. 

And,  based  on  the  statistics  that  tie  U.S.  economic  growth  to  our  export 
performance  then  you  have  to  conclude  that  small  businesses  are  the  key  to  a 
successful  national  export  strategy. 
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With  the  downsizing  of  large  corporations,  the  defense  industry  being  a  good 
example,  our  economic  health  will  increasingly  become  tied  to  the  health  of  small 
business. 

Given  that  it  is  so  clearly  in  our  national  interest  to  foster  a  strong  small  business  sector, 
let's  turn  to  the  question:  What  does  it  take  for  today's  small  businesses  to  start,  grow,  and 
compete  in  the  world  economy? 

Survey  after  survey,  studies,  town  meetings,  and  the  White  House  Conference  on  Small 
Business  Meetings,  all  point  to  small  businesses  needing  several  things  that  are  not  provided 
adequately  in  the  private  market: 

Small  Businesses  need: 

•  Access  to  types  and  amounts  of  capital  that  make  it  possible  to  start  and  expand; 

•  Quality  business  education  and  training; 

•  An  advocate  dedicated  to  lessening  the  regulatory  and  paperwork  burdens,  which 
so  negatively  impact  small  firms  and  an  advocate  who  opens  doors  to  federal 
contract  opportunities; 

•  Capital  to  rebuild  after  disasters. 

All  of  these  are  the  things  small  businesses  need  and  they  are  exactly  what  the  SBA 
delivers. 


SBA  Programs 

The  SBA  expands  access  to  capital  by  providing  credit,  through  our  thousands  of  financial 
intermediaries,  to  small  businesses  unable  to  obtain  loans  needed  to  start-up  or  expand. 
Traditionally,  small  firms  have  faced  serious  problems  obtaining  long-term  loans  in  the  private 
credit  marketplace  because  lenders  try  to  avoid  mismatches  of  long-term  assets  with  their  mostly 
short-term  liabilities.  The  SBA,  however,  has  helped  to  alleviate  this  problem  by  providing  loan 
guarantees  to  participating  lenders  under  a  variety  of  programs.  I  might  add  that  more  than  99 
percent  of  all  business  credit  extended  through  SBA  is  provided  in  the  form  of  loan  guarantees  - 
-  noi  direct  loans  as  is  commonly  believed. 

In  1995,  nearly  $11.5  billion  in  long-term  credit  and  other  financial  assistance  will  be 
provided  to  more  than  67,000  small  businesses  through  our  network  of  participating  banks,  non- 
bank  lenders,  state  and  local  development  companies,  and  SBA-licensed  investment  companies. 
Given  a  rapidly  increasing  business  loan  portfolio,  now  exceeding  $26  billion,  our  financing 
programs  are  clearly  having  a  substantial  positive  impact  on  the  ability  of  small  firms  to  access 
the  capital  that  is  vitally  needed  for  start-up  and  growth. 
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The  SBA  provides  much-needed  business  education  and  training  to  small  business  owners. 
In  1994  the  Agency  provided  counselling  and  training  to  more  than  800,000  of  its  small  business 
clients  through  resource  partners  such  as  Small  Business  Development  Centers  (SBDCs)  and  the 
Service  Corps  of  Retired  Executives  (SCORE).  This  type  of  training  is  critical  to  the  success 
of  entrepreneurs  who  cannot  afford  the  costs  of  private  consultants.  These  programs,  in  addition 
to  SBA's  Business  Information  Centers,  training  seminars  and  publications,  often  make  the 
difference  between  success  and  failure  for  small  businesses. 

The  SBA  has  a  strong  voice  throughout  the  Government  as  an  active  advocate  for  small 
business.  While  we  have  a  number  of  specific  programs  involving  advocacy  functions,  such  as 
our  Government  Contracting  assistance  programs  and  the  Small  Business  Innovative  Research 
program,  true  advocacy  must  go  beyond  looking  at  leveraging  SBA's  programs.  Accordingly, 
we  are  spearheading  this  Administration's  efforts  to  reduce  the  regulatory  burdens  on  small 
business.  We  recognize  that  the  economy  has  begun  to  rely  on  both  small  businesses  job  creation 
activities  and  their  abilities  to  fill  gaps  in  the  marketplace.  The  SBA  recognizes  the  importance 
of  lowering  barriers  of  entry  into  new  fields  for  small  business  and  removing  unnecessary 
regulatory  impediments  to  growth.  A  change  in  one  environmental  regulation  can  have  an 
enormous  impact  on  small  firms  throughout  the  United  States. 

Finally,  a  program  that  I  like  to  refer  to  as  the  "SBA  that  nobody  knows"  is  our  disaster 
loan  program.  The  SBA's  disaster  loans  are  the  primary  form  of  Federal  assistance  for 
non-farm,  private  sector  disaster  losses.  For  this  reason,  the  program  is  the  only  form  of  SBA 
assistance  not  limited  to  small  businesses.  Disaster  loans  from  the  SBA  help  homeowners, 
renters,  businesses  of  all  sizes  and  non-profit  organizations  fund  rebuilding.  The  SBA's  disaster 
loans  are  often  the  lifeline  in  disaster  ravaged  communities,  helping  to  spur  employment  and 
stabilize  the  tax  base.  During  the  program's  41  years,  the  SBA  has  approved  more  than  1.25 
million  disaster  loans  worth  $22  billion  to  victims  of  physical  disasters. 


SBA  Reinvention  Efforts 
Phase  I 

In  our  initial  experience  with  reinvention,  the  National  Performance  Review's  first  phase, 
SBA  made  significant  progress  in  increasing  small  businesses'  access  to  capital.  The  Low 
Documentation  (LowDoc)  loan  program  reduced  the  paperwork  burden  for  loans  under  $100,000 
by  reducing  a  voluminous  application  to  one  page.  In  addition,  "FA$TRAK,"  a  streamlined 
small  loan  program  which  relies  exclusively  on  bank  documentation  and  reduces  the 
Government's  exposure  to  50  percent,  was  recently  introduced.  These  changes  tapped  a  new  and 
under-served  market,  and  resulted  in  a  growth  of  SBA's  7(a)  program  from  27,000  loans  ($5.9 
bUlion)  in  FY  1992  to  56,000  loans  ($7.8  bUUon)  projected  for  FY  1995. 

Let  me  take  a  few  minutes  to  describe  some  of  our  accomplishments  to  date.  Our  initial 
reinvention  effort  showed  us  how  we  could  become  more  efficient  and  increase  our  productivity. 
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So  even  with  our  increased  lending  volume,  our  programs  will  cost  taxpayers  less  this  year  ($215 
million)  than  in  1992  ($273  million). 

The  SBA's  Small  Business  Investment  Company  (SBIC)  program,  which  was  reinvented 
during  the  first  phase  with  the  creation  of  a  new  participating  security,  attracted  more  private 
capital  in  1994  ($520  million)  than  in  the  previous  10  years  combined. 

A  comprehensive  review  of  the  Minority  Enterprise  Development  (MED)  program  was 
completed.  As  a  result,  the  Agency  plans  to  improve  the  assistance  provided  to  minority-owned 
small  businesses  by  streamlining  the  application  process,  reducing  the  burdensome  reporting 
requirements,  improving  management  and  technical  assistance,  and  providing  greater  contract 
opportunities. 

The  SBA  spearheaded  Administration  efforts  to  strengthen  and  enforce  the  Regulatory 
Flexibility  Act.  The  President's  recent  regulatory  reform  announcement  ~  giving  small  business 
owners  a  right  to  fix  first-time  violations,  calling  for  changes  in  many  Environmental  Protection 
Agency  regulations,  halving  the  frequency  of  many  Government  forms  required  from  small 
businesses,  and  allowing  fines  to  be  used  to  correct  new  violations  ~  reflected  recommendations 
from  the  unprecedented  interagency  forum  which  SBA  helped  launch  last  year.  SBA's  other 
regulatory  reform  recommendations  are  now  being  implemented  or  refined  during  the  National 
Performance  Review's  second  phase. 

The  SBA  today,  to  paraphrase  an  advertisement,  is  "not  your  father's  SBA."  The  Clinton 
Administration  has  placed  major  emphasis  on  this  Agency's  work  and  has  realized  tangible 
results. 

Yet,  for  all  of  the  changes  we  have  put  in  place,  at  state  conferences  leading  to  the  June 
1995  White  House  Conference  on  Small  Business  we  still  hear  ~  as  we  did  at  town  hall  meetings 
and  forums  over  the  past  two  years  ~  that  the  two  principal  needs  of  small  businesses  remain: 
access  to  capital,  and  relief  from  Government  regulations  and  paperwork. 

Phase  n 

Earlier  this  week,  the  President  announced  a  major  reinvention  plan  for  the  Agency: 
"Stretching  Taxpayer  Dollar$. "  This  reinvention  effort  involves  a  comprehensive  proposal  to 
continue  the  Agency's  efforts  to  "do  more  with  less."  The  proposal  reflects  the  Agency's 
commitment  to  customer  service  and  to  public/private  partnerships.  This  proposal  would  reduce 
the*  Agency's  1996  budget  request  by  $200  million,  or  29  percent,  and  would  save  taxpayers 
nearly  $1.2  billion,  or  32  percent,  of  projected  costs  over  the  next  five  years. 

The  concept  of  'Stretching  Taxpayer  DoUar$"  will  enable  the  SBA  to: 

"■  Reduce  the  Government's  cost  of  small  business  financing,  while  serving  more 

customers; 
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*  Consolidate  field  operations  by  making  greater  use  of  public/private  partnerships; 

*  Centralize  processing  to  achieve  economies  of  scale  and  use  current  technology; 
and, 

*  Relocate  more  headquarters  functions  to  field  locations. 

Allow  me  to  go  into  more  detail  about  each  of  these  four  guiding  principles. 

1)  We  propose  to  reduce  the  Government's  cost  of  small  business  flnancing,  while  serving 
more  customers. 

Our  proposal  would  dramatically  reduce  the  Government's  cost  of  the  Agency's  financing 
programs,  while  expanding  the  number  of  small  businesses  served.  In  fact,  if  our  proposals  are 
adopted,  we  would  provide  financing  to  more  than  92, OCX)  small  firms  in  the  coming  fiscal  year. 
This  would  be  accomplished  through  the  enactment  of  legislation,  which  we  will  transmit  to  the 
Congress  shortly,  to  reduce  to  zero  the  Government's  subsidy  cost  of  providing  small  business 
loans  under  both  our  Section  7(a)  and  504  programs. 

Our  main  lending  program,  the  7(a)  guaranty  program,  now  costs  the  Government,  in 
terms  of  subsidy  cost  or  loss  reserve,  $2.74  for  every  $100  loaned.  This  cost  is  down  from 
$4.85  in  1992.  The  504  guaranty  program,  which  provides  longer  term  financing  for  plant  and 
equipment  improvements,  has  a  subsidy  cost  of  $0.57  for  every  $100  loaned.  Current  demand 
for  both  of  these  programs  far  exceeds  current  funds  availability.  Through  the  institution  of 
marginal  fee  increases,  however,  we  can  eliminate  the  subsidy  costs  of  these  programs.  Moving 
to  a  zero  subsidy  would  permit  us  to  assist  more  small  businesses  while  decreasing  taxpayer 
costs. 

We  propose  to  eliminate  the  subsidy  costs  of  these  programs  by  charging  both  borrowers 
and  lenders  alike,  additional  fees  to  offset  a  major  part  of  the  Government's  cost  of  the  loan. 
It  should  be  noted,  however,  that  the  Government  would  continue  to  pay  for  the  administrative 
costs  associated  with  these  programs. 

Here  is  how  we  propose  to  accomplish  a  zero  subsidy  for  the  7(a)  program.  To  start,  we 
propose  to  reduce  the  guaranteed  portion  of  most  loans  and  charge  lenders  an  annual  fee  on  the 
outstanding  principal  balance  of  their  SBA-backed  loans. 

For  loans  under  $100,000,  the  SBA  share  would  be  reduced  from  the  current  90 
percent  down  to  85  percent.  In  addition,  an  annual  fee  of  30  basis  points  would 
be  charged  on  the  outstanding  principal  balance  of  the  loan. 

For  loans  with  a  guaranty  amount  from  $100,000  to  $750,000,  a  75  percent 
guaranty  would  be  provided  and  an  annual  40  basis  point  fee  would  be  charged. 
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For  loans  with  a  guaranty  amount  from  $750,000  to  $1  million,  a  50  percent 
guaranty  would  be  provided  on  amounts  above  $750,000  and  a  40  basis  point  fee 
would  be  charged.  We  are  able  to  propose  a  $1  million  guaranty  cap  because  our 
authority  to  guarantee  loans  would  be  dramatically  incre<ised  if  the  subsidy  cost 
were  reduced  to  zero. 

In  order  to  encourage  more  participation  in  the  Preferred  Lenders  Program  (PLP) 
~  under  which  lenders  absorb  most  of  the  loans'  administrative  costs  —  we 
propose  to  reduce  the  annual  fee  by  10  basis  points. 

Next,  we  would  allow  lenders  to  increase  interest  rates  up  to  one-half  of  one  percent. 
Lenders,  in  turn,  would  be  required  to  pass  through  to  SBA  a  payment  equal  to  a  one-half  of  one 
percent  interest  rate  charge.  Further,  we  would  charge  an  upfront  fee  of  two  percent  based  on 
the  gross  amount  of  a  loan.  The  existing  upfront  fee  is  paid  on  only  the  amount  guaranteed  by 
SBA.  Finally,  we  propose  to  terminate  an  existing  requirement  whereby  lenders  are  authorized 
to  retain  half  of  the  upfront  fee  for  small  loans.  Our  newly  establishwi  LowDoc  and  Fa$trak 
programs  have  obviated  the  need  for  this  requirement. 

Our  analysis  indicates  that  these  changes  would  have  only  a  marginal  effect  on 
individual  small  business  borrowers.  Using  the  average  LowDoc  loan  as  an 
example  ~  a  $54,000  five-year  loan  would  cost  a  borrower  an  additional  $13.50 
monthly  with  additional  up-front  fees  of  $108.  Using  an  average  7(a)  loan  as  an 
example  ~  a  $170,000,  12-year  loan  would  cost  a  borrower  an  additional  $51 
monthly  with  additional  up-front  fees  of  $782.  The  additional  costs  to  a  private 
lender  would  be  $523  for  the  LowDoc  loan  and  $3,831  for  the  $170,000  loan. 

We  also  propose  a  modest  change  to  the  504  program  wherein  a  one-eighth  of  one  percent 
fee  would  be  added  to  the  borrower's  interest  rate.  Proceeds  of  this  increase  would  be  passed 
through  to  SBA.  As  is  the  case  in  our  proposal  for  the  7(a)  program,  the  need  for  subsidy 
appropriations  would  be  eliminated  because  governmental  subsidy  costs  would  be  reduced  to 
zero. 

Given  the  March  interest  rate  for  a  20-year  504  loan  of  8. 1  percent,  the  effect  of 
this  proposal  would  be  to  increase  the  interest  rate  to  the  borrower  to  8.225 
percent.  If  we  were  to  enact  this  change  today,  the  difference  in  monthly 
payments  on  a  $100,000  loan  would  be  $8.  On  a  loan  of  $350,000  -  the  504 
program  average  ~  the  additional  monthly  payment  would  be  $27. 
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Another  SBA  finance  program,  the  Surety  Bond  Guarantee  program,  provides  small 
contractors  with  bonding  from  private  surety  firms.  We  will  seek  passage  of  legislation  to  raise 
an  additional  $3  million  annually  through  a  slight  increase  in  fees.  We  would  increase  fees 
charged  to  small  businesses  from  $6  to  $8  per  thousand  dollars  of  bonding  level  guaranteed. 
Additionally,  fees  to  private  sector  surety  companies  would  increase  from  20  to  25  percent  of 
the  premium  earned  on  each  guaranteed  final  bond. 

On  a  final  bond  of  $161,251,  about  the  Agency  average,  the  fees  paid  to  SBA  by 
a  small  contractor  would  increase  from  $968  to  $1,290,  a  $322  increase. 

A  private  sector  surety  company  typically  charges  a  contractor  a  bond  premium 
equal  to  2.15  percent  of  the  bond  amount.  The  SBA  charges  the  surety  a 
percentage  of  this  premium.  Under  the  plan,  the  SBA  proportion  of  the  premium 
would  increase  from  20  to  25  percent.  On  an  average  size  final  bond,  the  SBA's 
charge  to  a  surety  would  increase  from  $694  to  $867,  a  $173  increase. 

Taxpayer  savings  attributable  to  these  reductions  in  the  cost  of  SBA  financing  programs 
would  total  $203  million  in  1996,  and  $961  million  over  the  1996-2000  period. 

2)  We  are  intending  to  consolidate  field  operations  by  making  greater  use  of  public/private 
partnerships. 

The  Agency's  106  regional,  district,  branch,  and  post-of-duty  offices  have  traditionally 
provided  a  wide  range  of  "retail"  services  in  addition  to  direct  loan  making.  The  financial 
assistance  provided  by  the  Agency  today,  however,  is  primarily  provided  in  the  form  of  loan 
guarantees  rather  than  direct  loans  -  with  over  7,000  commercial  lenders  handling  an  increasing 
share  of  the  administrative  functions.  Further,  SBA  provides  most  of  its  business  education  and 
training  services  through:  more  than  900  SBDCs  operated  as  partnerships  between  SBA  and 
colleges,  universities,  or  state  governments;  nearly  13,000  SCORE  volunteers;  and  other 
community-based  technical  advisory  entities. 

Under  our  reinvention  plan,  SBA  would  continue  to  rely  on  effective  SBDCs  to  provide 
technical  assistance  to  business  owners.  To  reduce  the  Federal  cost  of  such  services,  SBDCs 
would  be  authorized  to  charge  fees  and/or  pursue  other  means  for  seeking  greater  non-Federal 
support.  Agency  oversight  of  SBDC  grants  administration  will  be  delegated  to  our  district 
offices.  The  SBA  will  centrally  establish  performance  standards  to  measure  the  performance  of 
each  SBDC. 

This  consolidation  will  have  the  effect  of  reducing  much  of  the  Agency's  "back- 
office"  work.  The  SBA's  "retail"  operations  will  be  reduced  and  greater  reliance 
will  be  placed  on  our  non-Federal  Government  partners,  such  as  participating 
lenders  and  SBDCs. 

Further,  through  strengthened  partnerships  with  other  community  groups 
interested  in  fostering  small  business  growth,  the  Agency  will  continue  its 
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commitment  to  under-served  segments  of  the  business  community  such  as 
businesses  owned  by  women  and  minorities,  and  start-up  companies. 

Input  and  contributions  from  the  private  sector,  as  well  as  state  and  local 
governments,  would  be  increased. 

The  SBA  also  provides  assistance  to  small  businesses  through  Business  Information 
Centers  (BICs),  another  public/private  partnership,  which  is  sponsored  by  SBA  and  private 
organizations.  For  example,  Baltimore's  "BIC  resulted  from  a  partnership  between  SBA, 
NationsBank,  and  Bell  Atlantic.  Currently,  there  are  14  BICs  in  operation  with  an  additional  27 
planned  for  the  next  2  years. 

International  trade  assistance  is  provided  through  U.S.  Export  Assistance  Centers 
(USEACs)  in  partnership  with  the  U.S.  Department  of  Commerce  and  Expxjrt/Import  Bank.  By 
the  end  of  fiscal  year  1995,  15  USEACs  will  be  operating  in  locations  throughout  the  country. 

Further,  One  Stop  Capital  Shops,  which  are  sponsored  by  the  SBA  along  with  local 
communities,  will  continue  to  be  opened,  providing  yet  another  outlet  for  the  Agency's 
programs. 

In  addition  to  sharing  physical  locations,  SBA  is  sharing  more  of  the  administrative 
workload  of  its  portfolio.  The  Preferred  Lenders  Program  (PLP)  allows  lenders  to  process, 
approve,  service  and  liquidate  loans  on  behalf  of  the  SBA,  greatly  reducing  the  Agency's 
administrative  costs.  The  PLP  will  be  expanded  as  we  place  more  responsibility  on  our  private- 
sector  partners. 

Finally,  following  the  trend  in  the  financial  community,  SBA  has  begun  to  centralize  some 
of  its  loan  servicing  functions  to  take  advantage  of  current  technology.  Soon,  the  Agency  will 
begin  to  centralize  LowDoc  processing  to  expedite  loan  servicing  and  make  it  more  cost  efficient. 

As  a  result  of  these  changes  in  the  way  the  Agency  does  business,  our  existing  extensive 
field  network  is  no  longer  necessary  or  cost  effective.  Accordingly,  the  SBA  intends  to  co-locate 
our  10  regional  offices  with  district  offices,  with  the  regional  administrative  functions  being 
absorbed  by  district  staff  or  completed  within  centralized  operations. 

Branch  offices  and  post-of-duty  stations  will  be  consolidated  into  appropriate  district 
offices  and  certain  district  offices  will  be  consolidated  and  "right-sized"  to  meet  market 
requirements.    Employee  buy-outs  will  be  made  available  and  staff  reassignments  will  occur. 

The  impact  of  this  consolidation  will  mean  that  every  State  will  have  at  least  one 
SBA  district  office.  These  offices  will  focus  more  on  customer  service  and 
marketing,  processing  more  complex  loans  and  loan  liquidations. 

Taxpayer  savings  attributable  to  these  consolidations  are  expected  to  total  $25  million  in 
1996,  and  $122  million  over  the  1996-2000  period. 
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3)  We  also  intend  to  centralize  processing  to  achieve  economies  of  scale  and  use  current 
technology. 

Business  loan  servicing  for  much  of  the  Agency's  loan  portfolio  has  recently  been 
consolidated  into  two  locations.  Processing  this  year's  projected  35,000  LowDoc  loans, 
however,  has  remained  at  individual  district  offices.  LowDoc  loans  (under  $100,000)  account 
for  63  percent  of  SBA's  current  loan  volume.  By  using  more  sophisticated  information 
technology,  the  SBA  will  consolidate  LowDoc  loan  processing  into  four  locations  around  the 
nation  with  regular  business  loan  servicing  continuing  at  two  locations.  Additional  centralized 
loan  servicing  centers  may  be  opened  as  our  portfolio  continues  to  grow. 

We  are  also  proposing  to  consolidate  the  surety  bond  delivery  system  with  our 
Government  contracting  oversight  operations.  Surety  bond  guarantees  are  also  processed  at 
several  centralized  locations. 

The  Agency's  Government  contracting  program,  which  produces  considerable  small 
business  opportunities  and  savings  for  the  Government,  is  administered  at  59  sites.  With  Federal 
procurement  reform,  introduction  of  electronic  commerce,  and  other  new  technologies,  SBA's 
role  in  Government  contracting  has  changed.  It  is  no  longer  necessary  to  maintain  a  presence 
in  all  Government  buying  locations  or  to  devote  as  much  staff  to  certain  other  functions.  By 
consolidating  sites  and  expanding  employee  responsibility  and  accountability,  locations  which 
account  for  over  90  percent  of  the  contract  dollars  that  are  covered  can  still  be  covered  by  SBA's 
Government  Contracting  operation,  with  a  38  percent  reduction  in  staff. 

These  changes  would  enable  the  SBA  to  leverage  technology,  increase  efficiency, 
and  improve  the  quality  of  the  approval  process,  thereby  allowing  district  offices 
to  focus  on  key  functions.  The  district  offices'  new  role  would  include,  among 
other  things,  more  emphasis  on  marketing,  customer  service,  processing  more 
complex  loans,  loan  liquidations,  managing  BICs,  and  ensuring  market  penetration 
of  SBA's  program.  Our  Government  Contracting  staff  would  focus  more  on 
advocacy  of  small  business  contracting  opportunities  and  become  more  efficient. 

Taxpayer  savings  attributable  to  the  centralization  of  these  processing  activities  are 
expected  to  total  about  $1  million  in  1996,  and  $14  million  over  the  1996-2000  period. 

4)  Further,  we  intend  to  relocate  more  headquarters  functions  to  field  locations. 

Some  operations  functions  that  more  rightly  belong  in  the  field  are  still  located  at  our 
headquarters  location.  Accordingly,  we  are  proposing  to  transfer  some  of  the  headquarters 
accounting  function  to  the  Denver  financial  operations  office;  consolidate  the  six  separate 
personnel  servicing  centers  into  two  locations;  and  streamline  certain  other  economic 
development,  administrative,  and  information  resources  management  offices  in  Washington  DC. 

In  addition,  grant  monies  for  the  SBDC,  7(j)  or  minority  business  training  program,  and 
the  Women's  Demonstration  Project  would  be  combined.     Coordination,  evaluation,  and 
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administration  of  these  programs  would  be  transferred  to  SBA's  district  offices.  Further,  Federal 
expenditures  for  these  grant  programs  would  gradually  be  reduced,  with  the  users  of  these 
services  compensating  for  this  proposed  reduction  in  Federal  funding. 

These  changes  would  move  program  functions  closer  to  the  point  of  service 
delivery  and  reduce  operating  costs  and  staff  requirements.  The  Federal  share  of 
business  education  programs  would  be  reduced  over  5  years. 

Taxpayer  savings  attributable  to  the  streamlining  of  our  headquarters  functions  are 
expected  to  total  about  $1  million  in  1996,  and  $104  million  over  the  1996-2000  period. 

Continuing  Reinvention  EfTorts 

In  addition  to  the  measures  announced  by  the  President  earlier  this  week,  we  are 
continuing  to  study  reinvention  at  SBA.  For  example  we  intend  to  explore  alternatives  for 
streamlining  the  Small  Business  Investment  Company  program,  including  the  possibility  of 
privatization,  and  will  appoint  a  panel  of  experts  to  study  the  feasibility  of  such  an  approach. 
The  goals  of  privatization  would  be  to  reduce  cost  to  the  Federal  budget,  make  more  capital 
available  to  more  small  businesses,  and  streamline  the  administration  and  regulation  of  the 
program. 

Separately,  the  we  have  recently  completed  a  comprehensive  review  of  the  Minority 
Enterprise  Development  program,  which  required  regulatory  changes.  Our  MED  staff  are 
developing  ways  to  consolidate  operations,  particularly  as  we  complete  a  new  Management 
Information  System.  We  expect  that,  like  the  SBIC  program,  this  office  will  be  reformed  in  such 
a  way  as  to  make  a  contribution  to  the  Agency's  efforts  to  stretch  taxpayers'  dollars  further.  As 
for  potential  legislative  reforms  to  the  MED  program,  we  are  awaiting  the  results  of  an  internal 
Administration  review  of  all  Federal  affirmative  action  programs.  Once  this  review  is  completed, 
we  will  be  in  a  better  position  to  discuss  this  program  with  you. 

Legislative  Requirements 

Although  we  can  accomplish  much  of  our  plan  to  streamline  and  consolidate  Agency 
operations  through  administrative  action,  several  of  our  proposals  require  Congressional  action. 
In  the  very  near  future,  we  will  transmit  to  the  Congress  a  legislative  package  to  accomplish  a 
number  of  the  reforms  we  have  suggested  above.  Our  package  will  include  legislative  language 
to  reform  the  7(a),  504,  and  Surety  Bond  financing  programs,  and  to  consolidate  some  of  our 
Government  Contracting  activities. 
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Budgetary  Impact  of  Reinvention  II 

"Stretching  Taxpayer  DoUarS, "  consistent  with  the  National  Performance  Review's 
objectives,  would  permit  SBA  to  "work  better  and  cost  less."  Total  savings  over  five  years 
would  be  nearly  $1.2  billion,  32  percent  of  the  Agency's  projected  costs  for  this  period.  More 
immediately,  these  proposals  would  save  taxpayers  $221  million  in  FY  1996,  or  29  percent, 
relative  to  our  initial  budget  request. 


Small  Business  Administration 
NPR  Phase  n  -  FY  1996  Savings 

(budget  authority,  in  millions  of  dollars) 


1996  Budget 
Reqv?5t 

NPRn 

Savings 

Salaries  &  expenses 

$448 

$421 

$27 

Business  loan  subsidies 

265 

65 

200 

Surety  bond  guarantees 

6 

3 

3 

Disaster  loan  subsidies 

34 

34 

— 

Office  of  the  IG 

9 

9 

... 

Servicing  fees 

-12 

-3 

-9 

Total 

$749 

$528 

$221 
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Conclusion 

In  conclusion,  Madam  Chairman,  I  would  like  to  emphasize  that  this  proposal  reflects  the 
Clinton  Administration's  commitment  to  assisting  small  businesses  and  to  stretching  the 
taxpayers'  dollars.  The  Agency  will  continue  to  build  on  the  progress  it  has  made  in  improving 
customer  service,  programs,  and  service  delivery,  becoming  more  efficient,  reducing  the 
regulatory  and  paperwork  burden,  and  increasing  small  business  access  to  capital. 

A  number  of  tables  have  been  developed  to  provide  more  detailed  information  on  the 
difference  between  our  initial  1996  budget  request  and  our  revised  plan.  I  would  request  that 
these  tables  be  submitted  for  the  record. 

Thank  you.  Madam  Chairman.  That  concludes  my  prepared  remarks.  I  will  be  glad  to 
answer  any  questions  you  might  have. 
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Summary  Table  1 
Budget  Authority 
(dollars  in  thousands) 


1994 
Actual 

1995 
Avail. 

1996 
Request 

1996 
Rego  n 

Regular  Operating  Expenses 

Less:  Fees 

Less;  Procurement  Savings 

267,762 

287,178 
(9,350) 
(1,021) 

312,002 
(12,300) 

285,031 
(3,300) 

Net  Operating  Expenses 

267,762 

276,807 

299,702 

281,731 

Disaster  Loan  Servicing 
Non-Credit  Programs 
Inspector  General 
Business  Loan  Subsidies 

Direct 
Guarantee 
Surety  Bonds 

18,588 

125,884 

8,055 

223.389 

13,993 

209,397 

7,000 

20,163 

145,038 

8,500 

341.149 

14,694 

326,455 

5,369 

20,163 

115,343 

9,200 

264.723 

12,428 

252,295 

5,530 

20,163 
115,343 

9,200 
64.963 
12,428 
52,535 

2,530 

SUBTOTAL 

650,678 

797,026 

714,661 

493,930 

Disaster  Subsidies   1/ 
Disaster  Admin 

- 

461,903 
145,610 

34,432 

34,432 

TOTAL  AGENCY 

650,678 

1,404,539 

749,093 

!              528,362 

Disaster  Contingency  11 

1,046,090 

125,000 

100,000 

1/  Includes  carr\over  ($3 1 1  million)  and  recoveries  from  prior  year  obligations  ($99  million)  in  the 

1995  Availability'  column 
2/  The  contingency  fund  shown  for  1995  has  not  yet  been  released 

Summary  Table  2 

Outlays  (including  Disaster) 

(dollars  in  thousands) 


1994 

1995 

1996 

1996 

Actual 

Estimate 

Request 

Rego  n 

Salaries  And  Expenses 

605,354 

627,191 

447,508 

420,536 

Inspector  General 

8,118 

9,311 

8,969 

9,117 

Business  Loan  Subsidies 

278,410 

273,561 

257,463 

125,460 

Disaster  Loan  Subsidies 

580,831 

560,967 

250,122 

250,482 

Surety  Bond 

7,304 

11,935 

9,722 

6,722 

Fees 

- 

- 

- 

(3,300) 

TOTAL  SBA  OUTLAYS 

5,480,017 

1,482,965 

973,784 

809,017 
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Summary  Table  3 
SBA  Credit  Program  Levels 

(dollars  in  millions) 


1994 

1995 

1996 

1996 

Actual 

Availability 

Request 

Regon 

DIRECT  BUSINESS  LOANS 

HANDICAPPED 

10 

4 

VETERANS 

12 

... 

... 

— 

ECONOMIC  OPPORTUNITY 

8 

... 

... 

... 

8(A)  LOANS 

2 

... 

... 

... 

SSBIC 

15 

6 

15 

15 

MICRO  LOANS 

8 

55           1/ 

30 

30 

DIRECT  TOTAL 

56 

65 

45 

45 

GUARANTEED  BUSINESS 

SECTION  7(A)  LOANS 

7,833 

7.850          1/ 

9.441 

11.000 

502  DEVELOPMENT  CO.  LOANS 

45 

44 

... 

... 

504  DEVELOPMENT  CO  LOANS 

1,291 

1,409 

1.754 

2,500 

SBIC  DEBENTURE  GUARANTEES 

100 

109 

152 

152 

SSBIC 

13 

27 

15 

15 

PARTICIPATING  SECURITIES 

150 

230 

270 

270 

MICRO  LOANS 

... 

10 

14 

14 

503  PREPAYMENTS 

... 

30 

... 

... 

GUARANTEED  TOTAL 

9.432 

9,709 

11,647 

13,951 

TOTAL  BUSINESS 

9,488 

9.771 

11.692 

13,996 

DISASTER  LOANS 

DIRECT 

... 

1.465           1/ 

407 

407 

CONTINGENCY 

3,806 

396 

1.182 

1,182 

TOTAL  DISASTER 

3.806 

1,861 

1.589 

1,589 

OTHER  PROGRAMS 

SURETY  BOND  GUARANTEES 

1.090 

1,767 

1.800 

1,800 

1/  Includes  earn  over  of  pnor  year  unobligated  balances. 
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Summary  Table  4 
SBA  Credit  Budget  Authority 

(dollars  in  millions) 


1994 

1995 

1996 

1996 

Actual 

Availabilitv 

Request 

Regon 

DIRECT  BUSINESS  LOANS 

HANDICAPPED 

3.2 

1.7 

— 

... 

VETERANS 

3.0 

— 

... 

... 

ECONOMIC  OPPORTUNITY 

1.9 

... 

— 

... 

8(A)  LOANS 

0.3 

— 

— 

— 

SSBIC 

48 

2.5 

64 

64 

MICRO  LOANS 

08 

10.8      1/ 

60 

60 

DIRECT  TOTAL 

140 

15.0 

12.4 

12.4 

GUARANTEED  BUSINESS 

SECTION  7(A)  LOANS 

1684 

215.1      1/ 

189.8 

0.0 

502  DEVELOPMENT  CO.  LOANS 

0.7 

0.7 

... 

— 

504  DEVELOPMENT  CO.  LOANS 

6.6 

8.0 

10.0 

0.0 

SBIC  DEBENTURE  GUARANTEES 

16.2 

16.0 

22.5 

22.5 

SSBIC 

4.0 

7.4 

4.2 

4.2 

PARTICIPATING  SECURITIES 

13.5 

20.5 

24.1 

24.1 

MICRO  LOANS 

... 

1.2 

1.7 

1.7 

503  PREPAYMENTS 

— 

30.0 

... 

... 

GUARANTEED  TOTAL 

2094 

2989 

252.3 

52.5 

TOTAL  BUSINESS 

223.4 

313  9 

264.7 

649 

DISASTER  LOANS 

DIRECT 

875.1 

461.9      2/ 

344 

34.4 

CONTINGENCY 

— 

125.0 

1000 

1000 

TOTAL  DISASTER 

875.1 

586.9 

1344 

1344 

OTHER  PROGRAMS 

SURETY  BOND  GUARANTEES 

7.0 

5.4 

5.5 

2.5 

1/  Includes  cairyover  of  prior  year  unobligated  balances. 

II  Includes  carryover  and  recoveries  from  prior  year  obligations. 
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Summary  Table  5 

Credit  Subsidy  Rates 

(as  a  percent  of  gross  loan  authority) 


1994 
Actual 

1995 
Execution 

1996 
Request 

1996 
RegoII 

DIRECT  LOAN  SUBSIDY  RATES: 

-  HAhfDICAPPED  ASSISTANCE  LOANS 
-VETERANS 

-  ECONOMIC  OPPORTUNITY  LOANS 

-  SECTION  8(A)  LOANS 

-  SSBIC 

-  MICRO  LOANS 

34.04 
25.05 
21.89 
13.29 
31.64 
10  15 

41.82 

43.10 
1961 

42.85 
1986 

42.85 
19  86  1 

GUARANTEED  LOAN  SUBSIDY: 

-  SECTION  7(A)  LOANS 

-  SECTION  502  DEVELOPMENT  CO  LOANS 

-  SECTION  504  DEVELOPMENT  CO  LOANS 

-  SECTION  503  PREPAYMENTS 

-  SBIC  DEBENTURE  GUARANTEES 

-  SSBIC 

-  PARTICIPATING  SECURITIES  LOANS 

-  MICRO  LOANS 

2.15 
160 
0.51 

16.25 

29.92 

900 

2.74 

1.50 

0.57 

n/a 

1465 

27  85 

890 

11  77 

2.01 

0.57 

1476 

2802 

894 

11.77 

0.00 

000 

1476 

28.02 

894 

11.77 

DISASTER  LOAN  SUBSIDY  RATE 

22.99 

31  54 

846 

846 
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Summary  Table  6 

Operating  Expenses  by  Object  Class 

(dollars  in  thousands) 


1994 

1995 

1996 

1996 

Object  Class: 

Actual 

Available 

Request 

Rego  11 

Compensation 

167.175 

171.820 

176.835 

155.120 

Benefits 

36.057 

36.615 

38.665 

33.409 

Travel 

5.476 

7.374 

7.578 

7.578 

Transportauon 

395 

339 

343 

343 

Rents  &  communication 

39.019 

46.521 

50.091 

50.091 

Pnnting 

1.550 

1.908 

2.154 

2.154 

Other  seiA'ices 

12.668 

19.429 

32.348 

32.348 

Supplies 

2.554 

2.251 

2.299 

2.299 

Equipment 

2.868 

922 

1.689 

1.689 

Less  fees  and 

0 

-10.371 

-12.300 

-3,300 

procurement  smnngs 

Total  Operating 

Expenses 

267.762 

287,179 

299.702 

281,731 

Non-credit  imliatives 

125.883 

145.038 

115,343 

115,343 

Disaster  loan  servicing 

18.588 

20.163 

20.163 

20,163 

Disaster  loan  making 

171.031 

145.671 

2/ 

2/ 

Total 

583.264 

587,619 

435.208 

417,237 

Inspector  General 

8.055 

11.339 

9.200 

9,200 

FTE-regular 

3,616 

3,646 

3678 

3.178 

FTE-Inspector  General 

103 

104 

102 

102 

FTE -disaster 

2.522 

2,236 

884 

884 

1/  Funding  to  be  provided  through  carryover  availability'  from  supplementals  received  in  1994. 
2/  $100  million  undistnbuted  contingency  funds  to  be  used  for  lending  and/or  S&E 
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Summary  Table  7 

Operating  Expenses  by  Activity 

(dollars  in  thousands) 


1994    Actual 

I99S  Availability  1/ 

1996  Kequest 

I996ReEolI 

CJoveminent  Contracline  &  Minority  Enlerprise  Development 

S23.799 

S24.98U 

S24.I85 

$20,693 

Immediate  (Jffice 

Government  Contracting  -  HQ 

Oovemment  Contracting  -  FIELD 

Mmonty  Enterpnse  Development 

Technology 

Native  American  .Affairs 

Size  Standards 

)4\ 
2,791 
15.075 
4.I4I 
1.040 
61 
350 

406 

2.706 

15.027 

5.536 

935 

74 

296 

353 
2.712 
15.095 
4,635 
1.031 
75 
284 

353 
2.712 
12.731 
3,507 
1,031 
75 
284 

Economic  Development 

S17,580 

$18,889 

$22,019 

$21,159 

Immediate  Office 

Business.  Init .  Education  &  Training 

Veterans  Affairs 

Women's  Business  Ownership 

International  Trade 

Small  Business  Development  Centers 

Financial  Assistance 

Investment  Division 

Surety  Guarantees 

1.4IS 

1,462 

470 

755 

1,586 

594 

4.036 

6.028 

1.231 

806 

1,763 

415 

718 

952 

1,255 

5.045 

6.708 

1.227 

909 

1.783 

279 

748 

895 

1.286 

7.498 

7.376 

1.245 

909 

1,783 

279 

748 

895 

1.286 

6.907 

7.376 

976 

C'FO/Manaeement  &  Administration 

S70,328 

$82,843 

$100,199 

$97,996 

Immediate  Olfice 

Comptroller 

Personnel 

.Admimstration 

Information  Resources  Management 

Program  .Xnalvsis  &  Qualltv  ,-\ssurance 

171 
7,761 
5.640 
40.875 
15.599 
182 

288 
7.853 
5.316 
49.002 
20.384 

295 
10.021 
8.972 
50.695 
30.216 

295 
9,161 
8,650 
50,211 
29.679 

Other  Support  Offices 

S17.02I 

$17,043 

$16,847 

$15,847 

Evecutive  Direction 

General  Counsel 

Congressional  &  Legislative  Affairs 

Hearings  &  Appeals 

Public  Communications 

National  .Advisory  Council 

Field  Operations 

Equal  Employ  Opport  &  Compliance 

Advocacy 

2.067 

3.634 

821 

791 

2.920 

42 

866 

2.379 

3.501 

1.869 

3.723 

815 

714 

2.277 

1.299 

2.194 
4.152 

1.758 

3.993 

828 

578 

2.008 

1.294 
1.935 
4.453 

1.758 

3.993 

828 

578 

2.008 

1.294 
1.935 
4.453 

Field 

S139.035 

S143.423 

$148,752 

SI2S.336 

Subtotal 

Less.  I'ser  Fee  Ofl"sets 

Less    Procurement  Related  Savings 

S267.762 

S287.178 
-9.350 
-1.021 

$312,002 
-12.300 

$285,031 
-3.300 

Totai  Operating  Expense 

$267,762 

$276,807 

$299,702 

S281,73I 

Non-Credit  Initiatives 

SI25.883 

SI45.03S 

$115,343 

$115,343 

Subtotal 

S393,645 

S421.845 

S41 5.045 

$397,074 

Disaster  ..Assistance 

SI  89.6 19 

SI65.774 

$20,163 

$20,163 

T»tal 

S583.264 

$587,619 

S435,20S 

$417,237 

Inspector  General 

S8.055 

SI  1.339 

$9,200 

$9,200 

1/  Non-credit  Initiatives  include  pnor  year  carrv'over. 

•  Expense  allocation  subject  to  change  as  reinvention  proposal  is  implemented. 
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Summary  Table  8 
Stafllng  Requirements,  by  activity 


1994 

1995 

1996 

1996        II 

Actual 

Availability 

Request 

Rego  II 

Govt.  Contracting  &  Minority  Enterprise  Dev. 

353 

346 

319 

255 

Immediate  Office 

6 

5 

4 

4 

Government  Contiactmg  -  HQ 

34 

33 

27 

28 

Government  Contracting  -  FIELD 

233 

219 

206 

162 

Mmonty  Enterpnse  Development 

66 

75 

69 

48 

Technology 

10 

10 

9 

9 

Native  Amencan  AtTairs 

no 

1 

1 

Size  Standards 

A 

4 

3 

3 

Economic  Development 

262 

266 

299 

284 

Immediate  Office 

8 

9 

10 

10 

Business,  Imt,,  Education  &  Trainmg 

33 

24 

24 

24 

Veteran's  AtTairs 

6 

5 

3 

3 

Women's  Business  Ownership 

9 

9 

7 

7 

International  Trade 

18 

11 

9 

9 

Small  Busmess  Development  Centers 

15 

12 

13 

13 

Financial  Assistance 

66 

86 

123 

112 

Investment  Division 

88 

91 

91 

92 

Suretv  Guarantees 

19 

19 

19 

14 

CFO/Management  &  Administration 

333 

300 

303 

262 

Immediate  Office 

3 

3 

3 

3 

Comptroller 

lis 

110 

113 

97 

Persormel 

53 

49 

51 

45 

Administration 

70 

65 

63 

54 

Information  Resources  Management 

74 

73 

73 

63 

Program  Analysis  &  Quality  Assurance 

15 

- 

Other  Support  Offices 

203 

200 

190 

190 

Executive  Direction 

32 

18 

16 

16 

General  Counsel 

42 

39 

42 

42 

Congressional  &  Legislative  AlTairs 

12 

12 

12 

12 

Heanngs  &  Appeals   - 

15 

9 

7 

7 

Public  Commumcations 

18 

29 

21 

21 

National  Advisorv  Council 

- 

Field  Operations 

1 

8 

8 

8 

Equal  Employ  Opport  &  Compliance 

35 

29 

25 

25 

Advocacy 

48 

56 

59 

59 

Field  Administration 

2.465 

2.488 

2,567 

2.187 

Sobtotai 

3,616 

3,600 

3,678 

3,178 

Disaster  Assistance 

1.728 

2,236 

884 

884 

TotaJ 

5,491 

5.836 

4.562 

4,062 

Inspector  General 

103 

104 

102 

102 

Note    FTE  levels  for  all  organizations,  except  IG.  rellect  established  ceilmgs.  Subject  to  adjustment  as  remvention  is 
implemented. 
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Summary  Table  10 

Small  Business  Administration 
1996  Budget  Request 

(in  thousands  of  dollars) 

ACCOUNT  Initial  Request  REGO 

SALARIES  AND  EXPENSES 

BA 

Outlays 

FTEs 

Loan  servicing  fees: 
BA 
Outlays 


INSPECTOR  GENERAL 

BA 

Outlays 

FTEs 

BUSINESS  LOANS  PROGRAM  ACCOUNT 

BA 

Outlays 
Loan  Authority 

DISASTER  LOANS  PROGRAM  ACCOUNT 

BA 

Outlays 

Loan  Authority  (excludes  contingency  funds) 

SURETY  BOND  GUARANTEES  REVOLVING  FUND 

BA 

Outlays 

Guaranty  Authority 


263,958 

263,958 

3,678 

236,986 

236,986 

3,178 

(9,000) 
(9,000) 

0 
0 

9,200 

8,969 
102 

9,200 

9,117 

102 

364,633 

357,373 

1 1 ,692,000 

164,873 

225,730 

13,996,000 

114,772 
342.762 
407,000 

114,772 
330,462 
407,000 

ND 

5,530 

9,722 

1,800,000 

2,530 

6,722 

1,800,000 

TOTAL 

BA 

749,093 

528,361 

Outlays 

973,784 

809.017 

FTEs 

3,780 

3,280 

Financing  Authority 

13,899,000 

16,203,000 
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Pi^  1992 

7(a)  4.85 

504  0.49 

SSBIC  (direct)  44.33 

SSBIC  (gty)  27.30 

SBIc  14.29 

Participating  Securities  NA 

Disaster  33.93 


Subsidy  Rates 

Pn993  FY  1994  FY  1995  FY  1996 

5.21  2.15  2.74  2.01 

0.54  0.51  0.57  .      0.57 

38.06  31.64  43.10  42.85 

28.88  29.92  27.85  28.02 

15.40  16.25  14.65  14.76 

NA  9.00  8.90  8.94 

20.58  22.99  31.54  8.46 


Default  Rates 

FY  1992 

FY  1993 

FY  1994 

FY  1995 

FY  1996 

7(a) 

18.60 

18.60 

17.25 

17.25 

17.25 

504 

4.85 

4.85 

4.85 

4.85 

4.85 

SSBIC  (direct) 

14.00 

14.00 

14.00 

14.00 

14.00 

SSBIC  (gty) 

30.70 

30.70 

30.70 

30.70 

30.70 

SBIC 

30.70 

30.70 

30.70 

30.70 

30.70 

Participating  Securities 

NA 

NA 

20.00 

20.00 

20.00 

Disaster 

29.00 

29.00 

29.00 

29.00 

29.00 

Loss  Rates 


FY  1992 

Pr'1993 

FY  1994 

FY  1995 

FY  1996 

7(a) 

2.04 

1.60 

1.19 

1.19 

NA 

Dev.  Co 

0.17 

0.90 

0.84 

0.84 

NA 

SBlCs 

3.94 

0.85 

0.28 

0.28 

NA 

Disaster 

2.10 

1.62 

0.72 

0.72 

NA 

BOSTON  PUBLIC  LIBRARY 

^  iililliillllililillllil 

3  9999  06350  024  1 

DEFENSE  LOAN  AND  TECHNICAL  ASSISTANCE  (DELTA)  PROGRAM 

SBA  is  establishing  the  Defense  Loan  and  Technical  Assistance 
(DELTA)  program  on  a  pilot  basis  for  fiscal  year  1996.  The  program 
is  a  joint  effort  with  the  Department  of  Defense  and  is  authorized 
by  the  FY  1995  Defense  Authorization  Bill  (P.L.  103-337)  and  the  FY 
1995  SBA  Authorization  Bill  (P.L.  103-403) . 

The  purpose  of  this  pilot  program  is  to  assist  small 
businesses  that:  1)  are  dependent  on  defense  contracts  as  prime 
or  subcontractors;  and  2)  are  adversely  affected  by  defense 
reductions.  The  term  "defense  reductions"  means  reductions  in 
expenditures  by  the  United  States  for  defense,  termination  or 
cancellation  of  a  defense  contract,  discontinuation  of  an  approved 
major  weapon  system,  merger  or  consolidation  of  the  operations  of 
a  defense  contractor,  or  the  closure  or  realignment  of  a  military 
installation. 

SBA  and  DoD  are  presently  concluding  a  Memorandum  of 
Understanding  (MOU)  to  govern  the  operation  of  the  DELTA  Program. 
Under  the  MOU,  DoD  will  transfer  $30  million  to  SBA's  Business  Loan 
Program  Account  to  cover  the  costs  of  loan  guarantees.  SBA  will 
process,  guarantee  and  service  DELTA  loans  using  the  regulations, 
procedures,  forms  and  operating  criteria  of  the  General  Business 
Loan  Guaranty  Program  authorized  by  Section  7(a)  of  the  Small 
Business  Act,  as  modified  by  subsection  (21) ,  authorizing  defense 
economic  transition  loans,  and  the  Development  Company  Program 
authorized  by  Section  504  of  the  Small  Business  Act. 

DELTA  clients  will  also  have  access  to  technical  and 
management  assistance.  SBA  is  working  with  resource  partners  such 
as  the  Service  Core  of  Retired  Executives  (SCORE)  and  other  federal 
agencies  to  provide  such  services  to  DELTA  clients.  The  Small 
Business  Development  Center  (SBDC)  program  will  provide  counseling 
and  training  services  for  firms  in  the  DELTA  program,  both  through 
its  regular  SBDC  subcenters,  and  through  its  targeted  funding  for 
Defense  Economic  transition  grants  to  defense  impacted  communities. 
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